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I. INTRODUCTION 
International Investment Movement 
During the 19th century, and until the First World 
War, capital from those countries in Western Europe that 
were already relatively developed flowed out in large 
amounts to assist in the economic development of the earthts 
continents. British capital financed the building of Amer-
ican and Canadian railroads, and much capital also went 
into industrial investment, real estate, and agriculture in 
North America. Australia, New Zealand, South Africa, and 
some Latin American countries also absorbed a relatively 
large capital influ~e Unfortunately, the regions which are 
now under-developed seem to have been little affected in 
their general economic development by this historical direct 
foreign capital investment. 
The capital movements were closely related to in-
ternational trade which was then carried on within the reas-
suring framework of the international gold standard and with 
the confident expectation that the free flow of goods and 
capital would not be impaired. Long term capital'movement 
represented also only one sector of the capital II1~rket. In 
all ·international trade, short term and medium term credit 
also played a most important role. 
Extensive changes in the pattern of international 
indebtedness were brought about as a result of World War I. 
9 
10 
But after the temporary lapse in the operation of the system 
during the war, and when the losses and liquidation had been 
consummated, the international capital market was built up 
again and the gold standard gradually restored. However, 
with the spread of the Great Depression, the entire structure 
of this newly restored international trading system collapsed, 
the basis for long term capital movements disappeared with 
it, and, in its turn, the cessation of the capital flow 
caused a deepening of the depression. The international 
short term capital market finally expired during the finan-
cial crisis, culminating in the collapse of the British gold 
standard on September 21, 1931. Consequently, the twelve 
years before World War II were marked by deflation, wide-
spread unemployment, a decrease in international trade (see 
Tables I and II), the introduction of exchange control, the 
intensification of tariffs and other barriers, political in-
stability, and various hindrances to international capital 
movement. This period was also marked by extensive defaults 
on repayment of loans and interest by both private and gov-
ernmental interests.l 
After the Second World War conditions in the 
short term capital markets continued unchanged from the 
Great Depression years, and the whole operation and arrange-
ment of international payment remained disorganized. More-
over, a new pattern of long term capital movement developed 
after World War II, bringing with it many unwelcome features. 
l. 34, 94-97. 
TABLE : I. 
WORLD TRADE, VALUE IN ·MILLION. U.s. DOLLARS 
Import Export 
Area 1938 1957 1938 1957 
~
North America. 3,170 20,840 3,940 25,790 
Latin America 
Dollar area. 690 5,280 
Latin America 
None-dollar area. 970 3,900 1,020 3,310 
Western Europe 7,260 34,34o 6,060 30,000 
OverE1ea.s Te.:rr-
itories of Con-
tinenta.l Europe 590 3,940 ' 
.··.·•· 550 2,850 
Sterlin Area. 7,54o . 25,330. 5,360 2:;,880 
Middle East 
Sterling Area. 150 1,oso 90 1,630 
Independa.nt Far 
East., 8ter1in 
Areas 730 3,240. 890 2,230 
Middle East 
Non-Sterling 
Area (Excludin. · 
Petroleum) 540 2,270 410 2,520 
. (290) . (1,180) 
Far East Non-
Sterling 1,980 7,300 2,140 4,960 
World : Total 232,000 107,400 20,700 98,800 
Industrial 
·countries 16,000 71,100 13,700 68,400 
Others 7,200 35,300 1,000 30,400 
Source : Statistical Yearbook. United Nations, 1958. · 
Tablel48. 
11 
N 
r-1 
Value in U.s dollars 
( 000~000 ) 
TABLE: II 
TC'l'AL OF WOBLD TRADE . 
1929-1938 
1929 1932 1934 1936 1937 1938 
. Imports 35~595 13,963 11,981. 13,142 16,342 . 14,319 
' . 
· l5Xports 
Total · 
33,0?4 12,885 · 11,333 · 12,581 '15 24?7 . · 13,417 
68,619 26,853 23,314 .. 25,723 31,769 27,736 
Throughout this volume n gold dollar n means dollar according to the " old n parity (. 23.22 grains-. · 
approxi.mately l. 50463 gramms ) of fine gold. 
Source e Review of World Trade 1938. League of Nations •. Geneva, ·1939. 
The floating in international capital markets of foreign 
governments' bonds, once considered so important in inter-
national financing, was almost halted. Floating of shares 
and debentures of business enterprises and trade in out-
standing securities also became leas important. There were 
many reasons for this, the significant ones being: unstable 
currencies; economic insecurity; nationalization or requisi-
tion of foreign-owned assets; exchange difficulties which -
create barriers in the transfer of earning or principal re-
payments to the creditor's country; double taxation of for-
eign earnings and discriminatory practices against foreign 
investors. 
After the Second World War, the stream of private 
manufacturing capital-scarcely trickled into the under-deve-
loped countries-. Instead,.direct investments were made in 
the exploitation of natural resources, particularly oil. 
Myrdal claims that the greater part of foreign investments 
are important only to a few of these countries, because 
13 
these investments often only create enclaves which per ~ 
contribute little to the over-all development of the coun-
tries they occupy. Their effect upon employment is of little 
consequ~nce, and 1n any factual analysis of inter.nation in-
tegration they are considered of little value. If, on the 
other hand, royalties and taxes are utilized for the develop-
ment of the economy of the country, they can really be con-
sidered a productive capital influx from these sources. 2 
2. 20, Chapter VIII. 
Although international private investment declined 
after the Second World War as compared to the pre-war period, 
the recent post-war period has witnessed a substantial revi-
val of international capital movement. Table III below 
shows the gradual increase of this movement since 1954. The 
recently established international organizations have con-
tributed in greater or lesser degree to this increase, i.e.; 
the International Bank for Reconstruction and ~evelopment, 
the E~port-Import Bank, the International Monetary Fund, and 
very recently the International Finance Corporation. 
The United States continues to maintain the posi-
tion of principal provider of the world's gross private long 
term capital exports (about two-thirds of the total). The 
United Kingdom ranks second (about one-sixth). Other impor-
tant suppliers of private long term capital are Belgium-
Luxembourg, the Federal Republic of Germany, and the Nether-
lands, all of which have an increasing gross outflow. 
It is important to note that direct investments 
continued to provide the bulk of the outflow of private 
long term capital. In 1957, as in earlier post-war years, 
the petroleum industry accounted for the bulk of the inter-
national flow of direct investments; fifty per cent of Ameri-
can direct foreign investments were devoted to that industry. 
Foreign investment in petroleum is probably even larger than 
the available statistics indicate, because a substantial a-
mount of capital expenditures in the industry is customarily 
15 
TABLE : I!I · 
.. 
T~ NET INFLO\'f OF L<E G TEl7M PRIVATE OAPIT.AL IMPORTmG 
· · COUNTRI:ES, 1954 - 1957. ( Mil J ion Dollars ) 
W. Hemisphere 1954 1955' 1956 1957 1956. 1957 
{ 6 months ) 
Canada 622 491 1,360 
n 469 .389' 1085 7.32 90.3 
Venezuela : 
Foreign owned oU companies 2l 20 .384 
other private capital S7 5:1. 21· 
·Bra~ 104 149 2.39 61 lll 
Mexic·o·' · · 98 99 us 53 64 
Cuba 17 .32 50 
Peru. ( I.M.~ .. ) 28 24 40 
Chile 3 15 
Oo10lllbia. 10 
'1f (' I~M.F. 
' 
8,3 17 1.3 
Gua. te.m.ala 0 4 8 
Costa Rica l 9 5 
Ecuador 7 3 5 
Haiti 2 2 3 
Bolivia ( r.M.F .. ) i .3 3 
.. 
Paraguay '( li.M.F.) 0 0 '2 
Pa.rlama. { I.M.F.) 2 1 
·u~-r. 0 10 
Oceania 
., ., 
Australia 12.3 191 2.30 
n 207 294 1.33 
New Zealand 47 31 
Asia . ·>'·-
Philipine Republic 44 60 56 71 l 
16 
.. -. 
, ., 
1954 1955 ·1956, ·. 1957. 1956 1957 
-
~ 
( 6 months .2 
China ( Taiwan ) 7 l 4 71 1. 
Thailand. ·2. 3 1 1 
·.Burma 1 4 2 1 
Pald.stan 9 '2 0.4 2 '2 
. Indonesia 5 1 0 
Ceylon 10 10 J.O 2 3 
India ·. 12 29 6 
Middle East 
Iraq ( F. owned oll ) 4J. 14 l. 31 
Other private capital 3 4 4J. 41 
Israel ( :t.M.F.) 11 9 3 
Africa 
Rhodesia·& Nyasala.nd 20 50 52 2.3 13 
Union -o:f s~ Africa: 
Pri_vate short-term 140 .39 14 Sl 59 
Union of s. Africa '·154 .6 .3 s 59, 
Morocco 43 40 .'1.3' .2 
Egypi; 1 6 0 
Belgian Congo 15 3 . 12 7 
U.Kingdom colonies -.182 126 ·. 224. 
Euro;ee· 
-Italy 51 l.Ol 135 so 
11 (private short-term) 124 1().3 
Greece 29 27 52 18 .34 
Portugal- l 2' 1 
Turkey 9 .:r .3 
Source • Data are from the International Monetary Fund• s Balance • 
0! payment Yearbook, Vo. 6, 7 and 9. 
charged against current operations and consequently is not 
included in the capital flow statistics.3 
The Role of Foreign Capital in Under-Developed Countries 
In many under-developed countries, domestic cap-
ital formation is so small that foreign capital, when avail-
able, is of considerable importance in starting self-gen-
erating development. The investment of foreign funds is 
likely to serve the predominant purpose of developing pri-
mary production or the simple processing of primary products 
for expo~t, and promoting the transportation facilities, 
public utilities, and commercial enterprises that are re-
quired for the growth of export industries as well as of 
manufacturing. The use of foreign rather than domestic 
1$ 
funds is important particularly in the early stages of eco-
nomic growth, since before export industries have developed, 
foreign currency required for the purchase of foreign capital 
equipment is likely to be in short supply. When exports have 
increased, such currency is normally less scarce, and if the 
countries' markets and resources permit they may in time 
develop their own industries for producing various types of 
capital goods. Enke and Salera have outlined five stages 
through which such countries tend to pass in their evolution 
toward financial security, as follows: 
1. In the first stage, under-developed countries 
require capital in the form of machinery and equipment to 
3. 13, pp. 8-12. 
build their industrial plants. They obtain such capital 
through imports, some of which they pay for by borrowing 
from savers in the developed countries. Thus these young 
countries receive large amounts of capital and begin to pay 
it back in small amounts in the form of annual payments of 
interest and dividends. iEo As a result their net long term 
capital imports exceed their net paymenta of interest and 
dividends. In this stage, these under-developed countries 
tend to have a surplus of imports, or, more accurately, a 
net deficit on current account of their balance of payments. 
1.8 
2. In the second stage, these countries have ad-
vanced in building up their capital assets in the form of 
machinery, communications and transportation facilities, pub-
lie utilities, and the like, with the aid of foreign funds 
and foreign-produced equipment. as a result, their interest 
and dividend payments are larger than before. Meanwhile 
their net imports of capital are small. This is because 
(a) as time went on the foreign debt increased and therefore 
interest and dividend payments had to be higher than before, 
and (b) foreign-owned plants in these countries probably pay 
higher dividends. In this stage under-developed countries 
tend to have a surplus of exports, just the opposite of the 
situation in the first stage. Nevertheless, they are still 
* Net long term ca~ital imports means gross imports of long 
term capital less (a) gross foreign long term lending, and 
(b) sinking fund and.redemption operations. 
net international debtors because 11 their international lia-
bilities exceed any foreign assets which they may have ac-
quired by their own foreign lending." 4 
19 
3. In the third stage,' usually after many years, 
these young countries have shifted from net long term capital 
importers to net long term capital exporters. This position 
probably reflects the repatriation and redemption operations. 
Even though these countries tend to have an export surplus on 
their current account, they are still net international debt-
ors by reason of "the excess of foreign debt owed over foreign 
debt owned, and by their interest and dividend payments." 5 
4. .In the fourth stage, these countries are engaged 
in current landings rather than receiving the returns of past 
landings. They have, in this stage, a surplus on current account 
even excluding net interest and dividend payments because their 
capital exports exceed their net interest and dividend receipts. 
5. In the fifth stage, the position is again changed. 
Net interest and dividend receipts now exceed long term exports 
of capital. 
The countries will tend to have a net deficit on cur-
rent account when interest and dividends are excluded, 6 but there will be a surplus for the account as a whole. 
Enke and Salera call a country in this stage a mature creditor 
~ international account. 
4. 32, p. 639. 
5. 32, p. 640. 
6. 32, p. 641. 
Normally, foreign capital tends to avoid investment 
in manufacturing, at least if the manufacturing industries 
are working for the domestic market. The relative importance 
of foreign capital in financing development is thus likely 
to decline as the capital-importing country approaches the 
industrial stage, even though capital imports steadily grow 
in absolute terms. At a later stage, the net capital im-
ports may taper off absolutely; there are several examples 
where imports have been replaced by·net capital exports, im-
plying the repurchase of direct foreign investment, or the 
redemption of outstanding financing obligations, through 
the normal development of production and the increase in the 
domestic supply of capital that accompanies it. This stage 
is reached at or after the time when the country in question 
has developed manufacturing industries able to compete suc-
cessfully in foreign markets. In the end such a country may 
in turn become a creditor country--as, for example, the 
United States--supplying capital to countries which are lag-
ging behind in economic development.7 
Scope and Purpose 
The purpose of this thesis is to explain the work 
and function of the International Finance Corporation and 
the extent to which this institution can promote the financ-
ing of productive private enterprise in under-developed areas, 
either through loans, through equity investments, or by other 
.7. 10, Chapter 4. 
methods. 
The main functions of the International Finance 
Corporation, which will be discussed in detail in this 
thesis, can be summarized as follows: · 
1. To invest .in private enterprises in partner-
ship with private investors without government guarantees. 
2. To be an international clearing house for .in-
vestment opportunities, private capital and seasoned manage-
ment .. 
3. To use its prestige to create a favorable 
world climate for private investment. 
In order to understand the economic conditions now 
existing in the areas in which it may go into business, I 
shall discuss in the third chapter the main features and pro-
blems of under-developed countries in general. In addition, 
I shall discuss the economic and political hindrances to pri-
vate foreign investments in the po~t-war era. Furthermore, 
I shall analyze the structure of the Corporation and discuss 
it actual undertakings since it began operation. In the 
concluding chapter I shall discuss the present pl:"ogres.s of 
the Corporation and its future contributions to the advance-
ment of the economic development development of under-devel-
oped countries. 
II. PRIVATE CAPITAL FORMATION 
The purpose of all production is to provide goods 
and services for satisfying human wants and desires. In 
earliest times it was found that productive effort could be 
made more effective if, instead of applying that effort di-
rectly to the production of the desired goods and services, 
it was ~sed first to produce other goods which could in turn 
produce those that were desired. That part of production 
which is used to facilitate future production is called 
capital formation. The remaining share of the output of 
goods and services, which is applied directly to the satis-
faction of human wants is called consumption. 
11 For the economy as a whole, saving and capital 
formation are.identical, in the aggregate.tt8 T.he only way 
the economy can save in any real sense is by not consuming 
all the goods and services it produces. T.he goods it does 
not consume--i.e., its savings--must be in the form of dur-
able producerst goods or inventories of consumer goods, and 
as we have seen this is the definition of capital formation. 
Sources of Capital Formation 
1. Domestic Sources of Capital: 
In a fundamental, nrealn sense, capital formation 
is possible only when a society produces a surplus (saving) 
of goods over and above the amount sufficient to satisfy the 
8. 11, p. 45. 
needs of the workers--i.e., goods which are not themselves 
consumed during the period. 
Turning to the financial, as contrasted with the 
ureal" sense, the National Association of Manufacturers has 
divided the sources foX> capital formation into thre~ types 
of savings: 
1. Gross savings of business, including both 
business reserves and corporate retained earnings •.. 
2. Savings of individuals, which is computed 
as what is left of personal incomes after deducting 
personal tax payments and personal consumption ex-
penditures, 
3. Savings of government; i.e., the excess of 
tax collections over government expenditures for 
goods and services.9 
Conceivably, business savings come out of profits. 
23 
The profit, in turn, is the balance of the gross proceeds of 
production after payments to the factors of production and 
after payments of dividendse In accounts of business con-
cerns these amounts are divided between depreciation (and other 
similar allowances for the consumption of capital such as de-
pletion and amortization) and retained profit.10 Depreciation 
is naturally much higher as a percentage of income in a deve-
loped country with a large stock of capital than in a country 
beginning its economic growth.11 This type of savings is at 
the start an addition to the funds of business, and is immed-
iately· available for whatever capital formation the concern 
9. 11, p. 46. 
10. 11, pp. 45-46. 
11. 19' 'p. 53. 
may be willing and able to undertake. 
Individual savings are additions to the funds or 
individuals. They may be applied direbtly to capital forma-
tion, as for example in t~e acquisition or an equity in a 
new residential building. They may become available ror 
capital formation by being contributed to business funds, 
either by acquisition or corporate securities or by direct 
investment in unincorporated business. Finally, they may 
flow through the channels or ins~itutional funds, banks, in-
surance companies, savings and loans associations. The funds 
or such institutions finally reach the goal or capital forma-
tion either through the intermediacy of business funds or 
directly (as when a savings bank finances the building of 
a new home). Also, saving frequently takes place in kind. 
The farmer clears land, repairs buildings, builds fences. 
This is simultaneously saving and investment.12 To a limited 
extent, saving in kind can take place in the nonagricultural 
sector, particularly perhaps in the accumulation of inven-
tories and in owner-constructed housing. 
Government, as an investor, may finance its capital 
formation with internal saving. This represents the differ-
ence between taxes and expenditures for gover.nmental expendi-
tures other than those for capital formation. Government 
saving usually takes an indirect route. Ir it takes the form 
of repayment of the national debt it is an addition to .the 
12. 19, p. so. 
funds of the individ~als or of the institutions holding the 
redeemed obli~ation. If savings by the government takes the 
form of accumulating a cash balance, it is a contribution to 
the funds of the commercial banks or other institutions.13 
2. External Sources of Capital: 
a. Direct Business Investment:* The direct for-
eign investments of a given country include: 
(l) the foreign subsidiaries, branches, and other foreign 
properties owned and controlled by its domestic enterprises; 
(2) companies controlled by its nationals but organized to 
operate exclusively abroad; 
(3) holdings by individuals and groups of individuals of 
important equity interests in foreign corporations. 
Most of the direct investment in under-developed 
countries has gone into extractive industries (petroleum, 
mining, agriculture), working mainly for export to the ad-
vanced industrial centers. ~he effect of this kind of invest-
ment is that 
foreign capital, instead of developing the domestic 
economies of low-income countries, has served to harden 
and strengthen the system under which these countries 
specialized in the ~reduction of raw material and food-
stuffs for export.l~ 
13. 11, pp. 47-48. 
14. 23, p. 83. 
* Direct investments are usually made for the purpose of ob-
taining control or ownership of foreign enterprises by owing 
equity shares in sufficient amount to control the majority of 
voting power. Direct branches or plants abroad are also in-
cluded. 
This pattern was not a result of political pressure 
or deliberate planning, but it was a result of the free play 
of the private profit motive. Foreign capital in under-deve-
loped areas found it profitable to work for the advanced mar-
kets rather than for domestic consumers whose purchasing power 
in real terms was~ually very low. In general, direct invest-
ment not only increases the country's export capacity but also 
contributes to the growth, though perhaps only the slow growth, 
of various external economies--such as labor skills and public 
works--which cannot fail, sooner or later, to benefit the 
domestic economy. For example, the railway of Peru, which 
was built to carry copper from the interior land to the sea 
coast·, was sui table also for cs.rrying other goods, and thus 
has directly benefited the coudtry's general development.15 
Again, because it is very important, direct invest-
ment goes directly into capital formation, even if not into 
capital formation which advances domestic development~ 
Normally and almost inevitably, foreign entrepreneurial 
investment creates a real addition to the productive 
,capacity of a primary producing country.l6 
b. * International Loans and Portfolio: A port-
folio investment involves no acquisition of commercial control. 
15.. 23, pp. 82-98. 
l6. 12' pp. 82-88. 
if. PortfoJio investments are purchased not with the objective 
of participating in the operating control, but primarily for 
either income or appreciation. They refer to fixed-interest 
securities or bond capital. 
American and Western European loans to foreign governments 
and corporations provided the borrowers with money that 
could be used to buy materials, machines and equipment, and 
the services of engineers and technicians. 
These portfolio investments may contribute to 
increased capital formation when the government investment 
has laid the foundation of a country's economic development 
in the form of public services, social overhead capital, 
and agriculture. 
The earmarking of particular foreign loans or 
grants to specific investment projects may do something to 
ensure the productive use of funds, but is not by any means 
a guarantee. Only where there is no domestic saving at all 
to start with can such earmarking be fully effective. It 
is not otherwise an in~allible method of increasing the rate 
of investment, for it cannot prevent a substitution of ex-
ternal tor domestic sources of finance.17 
c. Commercial Relations: After the Korean War, 
in place of deliberate aid to the low-income countries, 
another external source of capital formation came to the 
fore: that is, increasing commercial transactions. A rise 
in the exports of the +ow-income countries increases their 
export proceeds and makes it possible for them to import 
larger quantities of the capital goods needed for their capi-
tal formation, and consequently helps develop their economies. 
17. 30, p. 16. 
Another great advantage of' this source of' capital formation 
·is·that it gives rise neither to a foreign debt burden nor 
28 
to the various frictions that may arise from inter-governmental 
loans and grantsa18 
Capital Formation and Risk 
Although capital formation is an essential condi-
tion for continuing national progress, it is necessary to 
mention ~hat the process of' private capital formation also 
inevitably involves risk. The ~isk involved is accentuated 
in t~e case of brand new enterprises, set up to develop new 
and untried products or processes. The expected demand for 
. . 
the product may not materialize, or the process may not 
prove as efficient as hoped. Or the enterprise may be driven 
from business by developments not connected with the effective-
ness of' its .capital equipmente19 
Such cases of' capital formation in connection with 
brand new enterprises are among the most important types of 
capital formation for insuring progress. Progress depends 
not only on new types of equipment for existing business but 
on the creation of' brand new types of business. Hence the 
most risky kind of capital formation is likely to be the kind 
most necessary for development and progress. 
18. 23, pp. 97-98. 
19. 11, ~~. 30-31. 
Savings Institutions and Capital Formation 
Institutions acting as intermediaries in the 
process of capital formation may also play an important 
role. Such organizat-ions neither save no~ hold capital; 
their service consists in making the funds of the saver 
available to the capital investor.20 
In the case of savings banks, insurance companies, 
savings and loan associations, the initiative rests with the 
saver who brings his funds to these institutions. ~e insti-
tution thereupon seeks an investment outlet for the funds 
entrusted to it. The attraction of investment funds to the 
savings bank is based on the obligation it assumes in the 
form of deposits. 
A great deal of attention is no longer given to 
the bank as a director of the flow of capital. For a long 
time, ·before World War I, business was dependent to a large 
degree Upon banks. However, corporations in the United 
States have now on the whole freed themselves from this de-
pendence. This has been made possible by the reinvestment 
of corporate profits .and the sale of securities to the public 
through investment bankers or directly to insurance companies. 
It appears unlikely that the commercial bank will 
play the decisive role in channeling capital in 
economic development in those countries now under-
developed.21 
20. 11• p.53. 
21. 19, p.· 49. 
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Economic Development and Inflation 
A brief definition of inflation, in general, is a 
disproportionate and relatively sharp and sudden increase 
in the amount of money or credit or both, relative to the 
amount of business. Therefore, it creates a rise in the 
price level or a fall in the purchasing :power of the monetary 
unit. 22 
The unde.r-develo:ped countries, nowadays, are very 
anxious to develop their·eco:p.omies. But.their problem is 
how to find the money, or, more accurately, the real resouroes 
for more capital formation. External aid has been forthcom-
ing, in the form of grants a~d loans and technical assistance. 
It has been an essential and valuable part of the develop-
ment finance of these countries; but they agre~ that in the 
main they must depend on their own resources. This means 
savings. In other words, it means reducing their already 
low level of consumption for the sake of future benefit.23 
If all goes well and various development products 
yield high returns in the form of increased national produots, 
then real incomes will rise· and the proportion, as well as 
the amount, that can be saved out of the national incomes 
will show, relatively, an upward trend. But because.ina$me 
~ 
in these areas is low, the margin for ~aving, whether com-
pulsory saving through taxation or voluntary saving, is 
also low. nit is too low to provide all the capital 
22. 33, P• 5. 
23. 25, p. 661-662. 
required."24 
Furthermore, the development program in these areas 
draws the workers from the fields into public development 
projects such as highways, schools, dams, factories, etc. 
These projects, if they ca~ot be balanced satisfactorily 
with other parts of production, will attract workers away 
from the production of consumer goods and/or increase the 
active purchasing power in the market place without increas-
ing the available goods and services. This will lead to a 
successive inflation. 
Above all, as a social problem, the low per capita 
income in most of these countries results in a high propensity 
to consume. In other words, increases in income due to an 
increase in the money supply are likely to be very largely 
spent rather than saved. 
Inflation holds a particular danger for under-
developed countries. ~s is known, their output is more 
rigid than that of industrialized countries and cannot eas-
ily be expanded to meet the pressure of rising money demand; 
the administrative and economic mechanisms required for keep-
ing inflation in check are less developed; confidence in 
money stability and monetary institutions is less firmly 
established. In other words, inflation encourages the specu-
lative and unessential transactions which are major obstacles 
to economic development, discourages domestic savings as well 
24. 22, p. 274. 
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as foreign trade relations, and lowers the general efficiency 
of production.25 
25. 12, p. 29; 14, p. 125. 
lii. THE MAIN ECONOMIC FEATURES AND PROBLEMS 
OF UNDER-DEVELOPED COUNTRIES 
Definition of Under-Developed 
Every country in the world is under-developed to 
a certain extent. Some areas of the South and West in the 
United States are under-developed. The term usually refers 
) 
loosely to countries and regions with levels of real income 
and capital per head of population which are low by the 
standards of North America, Western Europe and New Zealand. 
In these countries there is no large-scale application of 
the fruits of scientific and technological advance to agri-
culture and industry; subsistance production is generally 
important and markets comparatively narrow; manufacturing 
26 industry is usually comparatively unimportant. 
Geographically, the under-developed countries, which 
cover half the earth, nearly all lie in the non-temperate 
zones or on their fringes; but vary in topography from the 
deserts of North Africa and the plains of Latin America to 
the summits of the Himalayas and the steaming Malay jungles. 
They thus comprise, broadly speaking, Latin America, most of 
eastern and south-eastern Europe, Asia and Africa. Although 
particular conditions affecting development differ from 
country to country, a common characteristic of the under-
developed countries is that, on the whole, production is 
26. 18, p. 3. 
carried on with a relatively small amount of real capital 
per head and with relatively backward techniques in the 
broadest sense of the word.27 
Compare the standards of these areas with high-
standard countries. The United States, with less than six 
per cent of the world's population, has forty per cent of 
the world's income. Asia, Africa and Latin America, with 
65 per cent of the world's people, produce less than twenty 
per cent of the world's income. In many of these countries 
the average annual income is less than $100 ($59 in India 
and $40 in Saudi Arabia, as contrasted with over $1,900 in 
the United States).28 
For the sake of classification, these countries 
can be said to fall into four categories. First, there 
are countries which are very poor in resources. An example 
in this category is Libya, where the per capita income is 
estima~ed at almost $25 per year. Second, there are countries 
which are very poor and stagnant, but relatively rich 1n re-
sources. Indonesia provides an example in this category. 
34 
Per capita income is high in comparison to countries like 
Libya--between $75 and $100 per year. Third, there are 
countries like Brazil and Argentina which have abundant re-
sources and are currently developing at a rapid rate. Finally, 
there are countries like India, whose per capita incomes are 
27. 17, P• 90. 
28. 26, p. 6. 
currently very low, which do not appear to have abundant re-
sources relative to the size of their population, but which 
are nevertheless developing. Per capita income in India is 
below $60 per year, nevertheless it appears that per capita 
income in India is rising as a result of the concerted and 
well-directed efforts of the government to carry out a 
development program.29 
Low National Income 
The economies of most under-developed countries 
exhibit certain common characteristics, although their 
relative importance may vary from country to country. The 
amount of capital available for new industrial development 
and the rate of capital formation are generally insufficient 
to bring about the substantial increase in manufacturing 
capacity necessary to diminia~ the dependence on foreign 
sources and at the same time to provide the increased op-
portunities for employment tnat must be provided if the 
level of living is to be impvoved. 
Nurkse has said briefly concerning the low national 
incomes in these countries: 
The vicious circle of poverty runs from: a. the low 
income level, to b·. the small capacity to save, hence 
to c. a lack of capital, leading to d. low pro~8ti­
vity and so back to a low real income per head. 
29. 21, pp. 277-278. 
30. 23, p. 57. 
In addition to this feature, the~althier classes, 
usually a very small minority, often tend to invest in com-
mercial ventures or to indulge in conspicuous consumption 
rather than to invest in industry. 
Oser, in his book ~ Men Starve? indicated some 
significant facts concerning this problem; the following 
have been quoted: 
••• five Arab countries in the middle East, with a 
combined population of 11,000,000 received #440,000,000 
in oil royalties in 1952. Their earnin~in 1953 and 
1954 were considerably higher. Much of this wealth 
is pocketed by the rulers and their allies. In 1953, 
the government of Iraq reduced the percentage of oil 
royalties to be allocated for development purposes 
from 75 per cent to 50 per cent; at the same time it 
~cut the taxes of weal thy people and enlarged 1 ts ad-
ministrative apparatus ••• the ruling house of Saud in 
Saudi Arabia has been collecting $230,000,000 per 
year from royalties by the Arabian-American Oil Com-
pany, but only 5 per cent of3fhe government expendi-tures go for public benefit. · 
No precise information is yet available on national 
income in these regions. Rough estimates have been made by 
several economic organizations in the United Nations, that 
the national income of the under-developed areas swings be-
tween $25 in Libya and over flOO in Brazil and Argentina32 
(see Table IV). The rapid growth of population , its density, 
and its age composition, with attendant pressure on resources 
, 
have contributed to the low level of per capita national in-
come. 
Most of the under-developed nations are agrarian. 
31. 24, p. 177. 
32. 16, pp. 6, 21, 277. 
TABLE : IV. 
. . . 
. POPULATI<M .. DENSITY, PER CAPITA ·meum AND. NON .AGRICULTURAL LABOUR FORCE. 
1953 
Country 
Hong Kong 
Netherlands 
Belgium 
Puerto Rico 
Japan 
Formosa 
South Korea 
United Kingdom 
Western Ge:nna.ny 
Italy 
Jamica 
Lebanon 
Ceylon 
LuX.embourg 
SW:i.itzerland 
Haiti 
India. 
Hungary 
Denmark 
El · Salvador 
Czechoslovakia 
Portuga.'l 
- Poland 
Austria 
. Pakistan 
France 
Israel 
. Ruand.B.-Urundi 
Philipines 
. Bulgaria 
Xugoslavia 
Greece 
Spain 
Cyprus 
Indonesia 
Cuba 
China 
Dominican Republic 
Malaya 
Ireland 
Thailand 
·Population . 
Per Sequa.re 
Kilometre 
2,221 
324 
2BB 
-~51 
2.35 2.30.· 
228 
208 
200 
159 
130-
. ·130 
124 
118 
118 
116 
113' 
.. 10.3 
102 
98 
-97 
94·· 
85 
8.3 
81. 78. 
80 
77 
70 
67 
66 
. 59·. 
57 
55 
52 
·51 
48 
47 . 
. .43 
42 
. .38 
... 
':! '. 
Iricbme u.s -% of Labour Force 
Dollar Per in Non-Agricultural 
- caEita OccuEation 2 12~0-1922 
207 nat available 
486. Bl 
716 BB 
431 6.3 
19l 53 
161 .37 
Bl not avaUable 
. 009 95 
504 .. 77 
298 6J. 
.. 
170' . 56 
125 not available 
114 II If 
1,092 . 74 
996 so 
65 not available 
59 .30 
269 50 
759 77 
181. .37 
.371 62 
186 51 
300 36 
350 68 
67 .· not available 
708 64 . 
482 89 
·-17 · not available 
175 
.31 
11;3 20 
168 25 
174 42 
471 48 
.202 62 
90 34 
29.3 59 
27 27 
185 44 
.304 4B 416' 53 
90 1.5 
37 
.38 
Nigeria 
. .34 70 26 
Turkey 29 170 24 
Gua. temaJ.a 28 ·-. 18.3 29 
Burma 28 4.3 .32 
Gambia 25 .31 not available 
Liberia 23 38 u tl 
Egypt 22 112 
.35 
Uganda 22 53 not available 
Gold Cost 20 110 
" " Nyasaland 20 19. II II 
United States 20 1,911 89 
Syria 19 100 not available 
Afghanistan 18. 50 II II 
Costa Rica 17 125 45 
S\veden 16 989 83 
Honduras l4 1.39 . 17 
Mexico -14· 207 42 
Urguay 14 331 not available 
Ethiopia l4 38 It II 
Ecuador 1.3 1.37 If II 
Iran l2 85 II fl 
Finland l2 629 6l 
Iraq ll 85 not available 
Union of South Africa 11 272 53 
.Panama ll 34.3 50 
Colombia ll 236 28 
Kenya 10 52. not a va:iJ.abl e 
USSR . 9 ,308 7.3 
Nicaragua 8 175 27 
New Zealand 8 994 83 
Chile 8 36~ 65 
Argentina 7 5.3.3 76 
Brazil 7 2.1.8 J{2 
Peru· 7 118 .38 
South Rhodesia 6 l6l not available 
Venezuela 6 516 50 
Belgian Congo 5 7l not available 
Paraguay 4 161 II II 
Saudi .Arabia 4 iiJ II II 
Source : Jacob Oser. Must Men Starve?· New York, 1957. pp. 57 - 8 
People occupied in agriculture produce less than their per 
capita share of the national income. Industry uses power and 
machinery far more than agriculture does. 
Consequently the larger the percentage of the labour 
force engaged in farming, the poorer the country is 
likely to be; tb.e smaller the ,Rercentage in agricul-
ture, the richer the country.3~ 
Table IV is arranged in decreasing order of popula-
tion density. Of the 89 countries listed, 61 are under-deve-
loped and 28 are developed. Also in the table we find data 
on per capita national incomes for these 89 countries. Note 
the correlation between per capita income and the percentage 
of the labor force engaged in non-agricultural occupations 
in each country~ which confirms clearly what we have mentioned 
above. 
It should be understood that the problem of inter-
national comparison of incomes is beset with many complications. 
Such statistics are used because they are the best available, 
not because they are adequate and conclusive. 
First, the~ is the problem of inadequate and in-
accurate income statistics for most countries. Further, per 
capita average income tells us nothing about the distribution 
of that income and, therefore, about the well-being of the 
people. s·econdly, entire national monetary comparisons are 
somewhat unrealistic. Suppose we compare per capita incomes 
33. 24, p. 164. 
in the United States and Iraq, both measured in dollars. 
If the cost of rent, food, medical services, etc., in Iraq 
is lower than in the United States, equal dollar incomes 
would not reflect equai well-being.34 · 
Low Productivity 
These areas lack many facilities which might be 
applied to contribute to economic development--i.e., trans-
portation, communications, power, repair facilities, supply 
of raw materials and fuel~, training for skills on all lev-
els,·and the like. It the industrialist, for instance, has 
,J 
to provide all or any of these facilities in his production, 
his cost structure will doubly be burdened with the cost of 
additional capital ~nd with the cost of its operation. 
I 
On the ot~er hand, labor costs are determined not 
I 
only by wages but ~so by labo~ productivity, which in 
! 
these areas is usuJ11y lower than in the advanced countries. 
I 
I 
i Many reaso~s contribute to this effect: lack of 
skills andisupervision, poor layout and material 
flow as weJll as other operational deficiencies, 
absence of/ancillary services, etc •••• The seemingly 
low cost ot labour induces slack supervision and 
toleration 1 Qf waste, resulting in still lower pro-
ductivity.q:> 
Unemployment and 
One of 
I 
I 
I 
i * Under-Em~loyment 
! 
I 
the most notable features in any under~ 
i 
I 
developed coUntry is the widespread problem of unemployment 
I 
I 
34. 24, p. 56. 
35. 25, p. 435. 
I 
I 
* Unemployment is 
1
bommonly 
I 
defined as involuntary idleness on 
or under-employment. Many people are unemployed or under-
employed not because! they prefer idleness to work, but be-
. I 
cause there is an injsufficiency of assisting factors of pro-
1 
I duction to set them ito work: · unskilled or poorly-skilled 
, I 
labor is without wo~k because the supply of other complem-
: 
entary factors of p~oduction is inadequate. This insuffi-
1 
I 
I . 
cient supply may be lin the form of land, capital, technical, 
I . 
administrative or e~trepreneurial skills; the insufficiency 
! 
of any one of these/can be the principal cause of unemploy-
1 
ment among the unskilled workers. Such widespread idleness 
i 
j 
among the people as~umes the form of surplus population on 
I 
the land where farmers and their families have too little 
I 
I land or inadequate equipment to keep them fully occupied. 
I 
They cannot leave their land and seek employment elsewhere, 
i 
I 
because the unemplorment problem strikes at the very economy 
I 
of the country.36 / 
I Another s1ignificant feature in these areas is the 
i 
I 
seasonal swing in upemployment. During the busy season in 
I . 
farming they typic~lly experience a shortage of labor. After 
I 
the crops are harv~sted, there is typically a dead season 
36. 18, P• 74. I 
I . 
the part of worker~ who are able and wiliing to engage in 
productive activit~es if given the chance to do so.. When 
they lose their jobs, the total production would decline. 
Under-employment i~ the surplus of labor whose marginal pro-
ductivity is at ortnear zero. That is, if these workers were 
removed from the l*nd or from the service industries, total 
production would n9t decline. They may not be counted in the 
census of unemploy$ent , but they can scarcely be called em-
ployed. / 
I 
I 
I 
I 
I 
i 
i 
lasting about half 
laborers are partly 
of the year in which the farmers and rural 
i 
I 
pr completely unemployed. 
i 
i 
' The average rarmer in Egypt works 6 months per year. 
In the dry farming zones of Syria, Iraq and Jordan 
farmers are ~usy one-third to one-half the year.37 
I 
I I . 
Such a waste of hum~n resources contributes materially to 
i 
I the poverty of a people, and a solution of this problem 
I 
would go far toward/raising the levels of living. 
I 
I 
i Shortage of Saving 1 
I 
i 
The avail~bility of adequate capital in under-
! 
I developed countriestdepends both upon how much they can save 
I for themselves, andfhow much international investment they 
. I 
can persuade other pountries to provide. 
I 
As to do4estic saving, a major limitation on the 
amount of internal /investment in under-developed countries 
I 
I is their very low/production and per capita income and their 
I 
low rate of saving/out o:f that income.38 Almost all that 
they produce is acitely needed, either directly or through 
interchange in 
an exceedingly 
i 
international trade, to 
I 
low/standard o:f living. 
I 
i 
maintain or increase 
The available data show that net voluntary savings 
• I 
in most under-deve~oped countries are usually very low. For 
I 
I 
example, in a numb!er of under-developed countries the per-
i 
I 
centage of the national product which goes into investment 
I 
I 
37. 24, P• 163. I 
38. See also pp. /16 and 17. · 
i 
I 
I 
is low in compariso~ with more advanced countries. 
i 
I 
In Ind.ia an~ Pakistan, gross investment is estimated 
at roughly 6 to 7 per cent and in Indonesia only about 
5 per cent df the gross national product, as compared 
with 16 to ~7 per c~nt in the United States, Oanada, 
and WesternjEurope.-'9 
I On the on~ hand, systems of land tenure, which will 
be discussed in mor~ detail later, are such that there is 
j 
little incentive fot the improvement of land, and other pos-
1 
sible areas of investment are not present. Rents are dia-
l 
I 
astrously high and ~oans carry extreme rates of interest, 
both factors preventing the expression of 11 the effective 
I 
desire of accumulat~on.n40 On the other hand, where incomes 
i 
I 
do give a surplus beyond immediate and pressing needs, cul-
i 
tural patterns of ~xtravagant spending, particularly on cere-
1 
monial occasions, ~ffectively counteract the impulse to save 
I 
i 
for the future. M~reover, people living in rainytropical 
i 
or semi-tropical c~imates have no agriculturally barren win-
j 
ter or dry season for which they must provide out of savings. 
I 
To diminish.consumption in order to accumulate 
I 
capital would, in ~uch poor under-developed areas, almost 
I 
certainly result i~ an increased death rate. And even in 
more prosperous ar~as where in theory consumption could be 
reduced by governm!ent action,. without serious harm to the 
! 
people, few gover~ents would be willing to risk their poli-
r 
39. 
40. 
27, p. 10. 
34, p. 301. 
I 
I 
I. 
I 
?43 
I. 
I 
i 
-- - -~--.,. .--- ·. 
i ~ 
I 
i 
i 
I 
tical :future in this/ way.41 
I 
Domestic srvings, even in small amounts, which 
might be the mainsp~ing of capital formation, very often go 
I 
into unproductive and wasteful< channels which obstruct eco-
1 
I 
nomic development rather than feed it. Examples are the 
I hoarding of preciou~ metals, holdings of foreign currency, 
I 
a bank account abroad, real estate speculation, etc. Oer-
1 
tainly, saving in t~is form is either useless or positively 
harmful to economic/development.42 
I 
I 
The Contrary Role ot Rate of Interest 
I I . 
In underd~veloped countrie~, the rate of interest 
. I 
often plays a role rhich conflicts with development objec-
tives. The product~vity of capital investment in real es-
i . 
tate and trade is oi:rten very high, and capital gains equally 
I 
so. This high ret~rn from investment in real estate and 
I 
trade consequently /makes it difficult or impossible to at-
1 
tract capital for ~eneral manufacturing and particularly 
for low-yielding i4vestments such as power generation or 
I 
other public utili~ies. It also becomes difficult to sell 
I 
government securities :for investment in roads, railroads, 
I drainage and irrigition works, and port improvement, which 
contribute, to a great extent, to the development of a more 
diversified eoonom~.43 
I 41. 34, pp. 301-302. 
42. 17, p. 117. ! 
43 • 22, p • 276. I 
Shortage of Capital 
The above-mentioned savings shortage means that 
the availability of capital in under-developed countries is 
below that of wealthier and technically more advanced countries. 
Therefore, economic activity within the country is carried out 
without the assistance of capital assets, such as machinery, 
communications equipment and tools, the absence of which can 
curtail production, limit profits and limit ability to absorb 
more workers into each trade. Many of these capital assets 
are, in essence, "energy slavesu which assist business en-
terprise today by providing among other things a world-wide 
network of personal transportation facilities in hours and 
communication in seconds. In the highly developed countries, 
the operation of the economic sphere is almost entirely based 
upon the work of these energy slaves of super-human abilities. 
The United States has become the most highly industrialized 
country in the world because of the enormous number of inani-
mate slaves assisting in production. It is surprising to know 
that while in 1950 North America had only 7 per cent of the 
world's population, it had 73 per cent of the existing in-
animate slaves. On the other hand, Asia-•most of which, with 
the exception of Japan, is an under-developed area--with 50 
per cent of the world's population had only 6 per cent of the 
total energy slaves in the world in 1940 and only 3 per oent 
in 1950 (see Table V). Instead of an increase, Asia showed 
a relative decrease in these facilities after the Second World 
~ TABLE : V 
DISTRIBUTIO.'l OF THE EUE:aGY SLAVES IN THE WORLD 
Area % of the World Population % of World's Energy Slaves 
1940 1950 1940 1950 
Asia 50 50 6 3 
Europe 25 24 23 17 
Africa and Medi t. Vlorld l2 12 7 4 
. North America 7 s 60 73 
South America 4 4 4' 4 
Centeral America l l 0 0 
All others 'l l' 0 0 
100% lOO% 100% lOO%. 
-~ -.-.., ----'-·~- . ~...:_ ______ _ 
--- ---~.-- --. --- .. --.:- ---- .. --~---~-
Source : Dun and Bradstreet's International }.4arkets. ·Feb., 1956. Vol. 10, No. 2. 
War. The main cause
1
of this phenomenon was the increasing 
i 
population and the f~ilure of capital assets to increase 
I 
correspondingly. 44 
1 
I 
The genera~ implication of a low level of capital 
i 
is a low level of output, and its consequence is a low level 
I 
i 
of consumption per person. T.here is very little variety in 
I 
available consumer gpods, and often no guarantee that the 
i 
supply will continue!, which results. in a pattern of consump-
1 • 
tion not only low 1nl quantity, but also low in quality. 
Transport, for exam~~e, is expensive because technically 
I 
efficient transport /equipment and good roads are lacking. 
I . 
I 
Direct Investment iA Agriculture 
Agricultu~e is the locus of total activity and 
I 
output in under-dev~loped countries. The practice of many 
of these countries ~s to expend a great deal of effort on I . 
establishing, extending and improving agricultural holdings. 
I 
i 
However, much of th~ effort and resources dedicated to these 
I 
ends fails to yield/a return in the form of an increase in 
I 
output until severat years have passed. 
There are/millions of acres of small-holdings un-
! 
I der cocoa, kola nut~, ground nuts, millet, cotton, and rice 
l 
which are examples pf investments made on a large scale by 
peasants, 
not occur 
i 
seeking alprofitable return which very 
I 
until several seasons later.45 
i 
44. 
45. 
43, p. 6. 
18, p. 30. 
I 
! 
often does 
---.........--~-------r...-- ~-
! 
I 
I 
I 
I 
I 
Inadequate Developmsnt of Entrepreneurial Abiliti 
I 
Most of ttiese countries lack an adequate supply 
of the kind of entripreneurship Which has been so important 
in the development of the now-advanced countries.. This in 
I 
I 
part reflects the f1ct that modern capital enterprise and 
technical skill in these -countries have, to a very large 
I 
extent, been forei~ and have not provided full opportunities 
to the peoples of t~e countries to participate in management. 
I As a result, the defelopment of modern business enterprises, 
company promotion, ~nd capital formation under local people 
I 
have been greatly l~mited. 
All but the most backward of the under-developed 
I 
countries have a siall class of businessmen. But it is 
typically a class of merchants and traders engaged in dis-
tribution, foreign /trade, real estate speculation and money-
1 
lending, rather th~ the promotion and management of produe-
1 
tion. I i 
I 
Even if there were no shortage of funds seeking 
I 
investment in under-developed countries, the shortage of 
I 
businessmen who kn~w how to turn money into new plants and 
industries and 
problem. 46 
I how/to manage them would still be a major 
I 
I 
i 
46. 27' pp. 11-121. I. 
! 
I 
I 
! 
I 
I 
i 
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Social and Cultural Hindrances to Development 
The economic problems in under-developed countries 
cannot be considered apart from those countries• social or-
ganization, the values and ideals of their peoples, their 
governments, their systems of law and jurisprudence, the 
dominant patterns of land ownership and income distribution. 
The dominant philosophical preconceptions in many under-deve-
loped areas are often directly antithetical to the Western 
idea of individualism. Emphasis upon family and clan ties, 
rigid stratification of the total society, restriction of 
social and occupational mobility, all tend to create and 
foster attitudes of conservatism which prevent the free rein 
of rational economic thinking so highly valued in the West. 
A most important factor, particularly in the Mid-
dle East is the existence of a small elite with a monopoly 
of wealth, education and political power, all buttressed by 
the force of ancient tradition. The existence of such an 
exclusive group in the society is the key to the system of 
government, the practice and theory of law, and the ownership 
of land, all of which have a direct effect on the structure 
of the economic system and the possibilities of change. 
Close to this ruling elite is the body of official-
dom, appointed by, and owing their positions to the favor of, 
the politically po"t>Terful whose special interests (rather than 
the interests of the society of the common man) they are 
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bound to serve. This bureaucracy is unaccustomed to the tasks 
necessary for widespread economic reform. Its members are 
particularly unused to the type of cooperation with the 
general population that would be necessary to bring about 
changes in such important areas as sanitation, techniques 
of cultivation, use of land, and so on. 47 
The elite in the Middle Eastern countries, for 
instance, is a group which owns the greater part of the land, 
holding it in the main as feudal lords or absentee landlords. 
The land is cultivated by tenants who have no security of 
tenure and no compensation for any improvements they may 
make upon the property they occupy. The landowner receives 
a large share of the crop, leaving a bare subsistence for 
the farmer. Agricultural credit for the most part exists 
only in the form of the money-lender, whose interest rates, 
varying with the season, are often as high as 25 to 100 per 
cent a year. Such a system clearly does not foster incentive 
to improve farming techniques or equipment. Most of these 
cultivators are using the same methods and the same imple-
menta that have been in use for centuries. 
As far as the landowners are concerned, the majority 
also has little incentive for the improvement of its property. 
The landlords are usually satisfied with things as 
they are; their large share of the crop gives them 
50 
enough of a 
and luxury 
absentee 
whieh threa 
see no need 
sh income to live a life of idleness 
the large cities or abroad. Both 
and resident ch),e.fs resist changes 
their position in society and th~~ 
or additional capital investments. 
I A further actor is the confusion of land titles 
I 
and rights in these countries. Records are inaccurate and 
I incomplete and attempts at economic reform have often met 
I 
with insuperable prdblems in trying to determine the facts 
i 
of land ownership.. !Sir Ernest Dowson has said about Iraq: 
I 
I 
! 
Everyone di~ectly or indirectly concerned with 
agrioUlturelin el'Iraq must know many individual 
cases in which the development and use of the land 
has been gr~vely obstructed by the widespread in-
security an<!l confusion of rights. Indeed the most 
diligent in~uiry would be unlikely to reveal any-
where any appreciable number of holdings, large 
or small, held in undisputed possession and free 
from hamperlng and conflicting olaims.49 
I 
We have a~veady mentioned Dr1ef1y the importance 
I 
of the system of la.F in influencing the course of economic 
I 
development. In cotparison to more developed countries the 
legal systems in mo
1
st of these areas are probably less well 
I 
suited to the impl~entation of economic development. Es-
pecially in such a~eas as the transfer of property and pro-
1 
visions for eontra~ts these legal systems are more rigid and 
I 
cumbersome and thus not well adapted to the promotion of a 
Western type of ecJnomic enterprise.5° 
48. 
49. 
50. 
24, p. 122. 
34, p. 84. 
34, p •. 82. 
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I 
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IV. HINDRANCES TO THE INTERNATIONAL CAPITAL FLOW 
Essentially, under-developed countries have, in 
the last two decades particularly, done a good deal to dis-
courage the investment they need so badly. Expropriations, 
discriminatory wage and labor legislation, refusals of ex-
change permits for repatriation of earnings or profits, 
discriminatory taxation, requirements for certain percentages 
of local capital .Participation, etc., have all increased 
risks for the investor and made him unwilling to risk foreign 
investment. These restrictions have arisen partly for jus-
tifiable reasons and partly because foreign investment pro-
vides a convenient whipping-boy in times of political and 
economic crisis. 
The problem could be put simply like this: under-
developed countries need capital; capital will not flow on 
terms now acceptable to under-developed countries; under-
developed countries will not now accept foreign capital on 
its own terms. Some compromise is d.esirable and necessary. 
But this compromise is one which cannot be made rapidly nor 
one which can rest solely on a legal basis. Essentially, 
good. faith and good will must overcome mutual suspicions, and 
this is not an easy nor a quick process. 
The significant obstacles which give rise to ob-
struction of the international movement of private capital 
are as follows: 
52 
Nationalism and Nationalization 
An often observed characteristic of the newly-
emerging societies in Asia, Africa, and other parts of the 
economically less advanced portions of the world is the sharp 
and undisguised nationalism prevailing in these countries. 
Sentiments of nationalism are loudly proclaimed in countries 
which are still under some form of foreign colonial domination. 
There are varying degrees of nationalism and it 
takes many forms. In some countries it has gone only so 
far as to limit foreign capital's entrance into certain 
fields. In others, raw material extraction is not permitted 
to foreign capital. 
The more extreme nationalism manifests itself in 
the nationalization of foreign capital In under-developed 
countries a nationalization program usually affects foreign 
investors and immediately gives rise to considerations with 
respect to compensation. Even where the :foreign investor 
receives compensation, such payment is often ineffective 
since it cannot be converted into the currency of his own 
country. Frequently these nationalizations have been of suf-
ficient political significance to divert the attention of an 
unfortunate populace away from the basic inefficiency of its 
own government. 
It is not exaggerating to say that many extreme 
nationalists would rather see economic resources remain un-
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developed, and workers living in poverty, than see these 
resources developed by private foreign capital, with greater 
advantage to the country itself and higher living standards 
for the people.51 
Foreign Exchange Situation 
During the 1930's responsible officials of govern-
ments throughout the world tried desperately to protect the 
weak currencies of their respective countries, and today this 
problem is still.of paramount importance in many parts of the 
world. The task involved for any one country is to maintain 
a balance between the foreign exchange (and gold) it has 
available for meeting foreign payments and the amounts it 
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must pay out for necessary imports of commodities and services. 
To this end, governments developed complicated systems of 
exchange controls and greatly increased the number and kind 
of barriers that obstruct the free flow of international 
trade. These intensified the difficulties and in many'oases 
increased the losses sustained by foreign investors. 
Naturally, exchange control does not hamper the 
reinvestment of earnings; but the expansion of a business 
enterprise through the reinvestment of earnings or through 
funds raised locally in the country does not allow the enter-
prise the foreign exchange required for the purchase of equip-
ment abroad, particularly in the case of industries which, 
51. 28, Chapter I. 
like public utilities, depend greatly on such equipment 
In conclusion, the prevailing international dis-
~quilibrium, reflected in inconvertibility of currencies 
and exchange controls, tends to reduce the volume of pri-
vate capital exported for investment purposes in a variety 
of ways and, in particular, to narrow the area within which 
each capital exporting country can invest with advantage. 
It may be argued that exchange controls, estab-
lished as a result of pressure on the balance of payments 
of the countries concerned, aim only at limiting outward 
transfers to the amount these countries can afford, in 
view of their external payments situation, and hence do not 
reduce the transfer that would be possible. Although such 
regulatory measures referred to may not be aimed at discour-
aging foreign capital, the possibility of change in measures 
once introduced, and in some cases the fear of more radical 
interference such as nationalization or industries or ex-
propriation of assets, have tended to create a climate for 
private investment that is less favorable than during earlier 
periods.52 
Currency Instability 
During World War I and the early 1920 1 s the cur-
rencies of many countries depreciated. Bonds issued in such 
currencies incurred substantial losses for their holders, 
52. 29, pp. 59~60. 
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I 
both foreign and do~estic. This case has obliged the inter-
i 
national bankers to 
1
safeguard 
general provisions: i 
! 
the bondholders in one of two 
1. Givinglthe bondholders a choice regarding the 
I 
currency in which he wishes to cash his coupons or take pay-
i 
menta of his bonds. i 
i 
2. In thefform of' a "gold clausen requiring that 
payments be made initerms of the gold value of' the debt.53 
It is welt to note that both provisions give rise 
to handicaps to the!f'loatation of' bonds and other securities 
! 
I 
in the international markets. 
i 
i 
. . I 
Repatriation of Earnings and Capital 
i 
Many ooun~ries, particularly those which have a 
I 
so-called shortage ff dollars or which have taken measures 
to conserve their f~nancial resources, have passed laws 
! 
restricting the repatriation of profits and capital. Where 
i 
this is the generali practice, investments are obviously dis-
i 
I 
couraged because investors are interested in interest or 
I 
dividends. ~his isi not only a hardship but a serious im-
• i 
pairment of the rights of those who have taken their capital 
I 
I 
to foreign markets,/ and it reflects upon the country in which 
such investments h~~e been made. 
Very rec~tly, some governments tried earnestly 
I 
to adjust this unf~vorable attitude toward the holdings of' 
I 53. 30, p. 146. i 
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~oreigners. Since the beginning of 1956 the introduction 
o~ new general legislation regulating the entry of foreign 
capital has been less frequent than during the several pre-
ceding years. A number of countries continued to seek to 
attract ~oreign investment into manufacturing by offering 
tax incentives, various types of protection, and special 
facilities for the import of required materials and equipment. 
There is an increased number of countries that, while still 
limiting transfers at the official rate of exchange, maintain. 
a broad ~ree exchange market through which it is possible 
to effect freely inward and outward transfer relating to 
foreign capital.54 
Double Taxation 
Double taxation of the same ipcome, by the country 
of origin and by the investor•s home co~try, has been widely 
considered as a principal tax deterrent.to international 
trade and investment. i The vast majorit:y of countries, both 
developed and under-developed, have extended their tax juris-
diction not only to the income arising within their borders, 
but also to all or some of the ~oreign income earned by their 
residents or eitizens.55 
54. 13, pp. 45-49. 
55. 30, pp. 161~164. 
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Labor Laws 
I . 
I 
Labor la~s in many foreign countries were greatly 
I 
broadened and expahded during the ten years prior to the 
outbreak of World far II. Since'World War II, there has 
I 
been continued dev~lopment, extension, and expansion of 
I 
I 
this type of legis~ation. It appears that many of the labor 
i 
laws which have be~n enacted have been aimed at setting up 
barriers around aniexisting groupo~ workers and have given 
too little considetation to the possibilities of developing 
a sounder over-all\economy.56 
56. 30, p. 156. 
I 
I 
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V. THE ESTABLISHMENT OF THE IFC 
A Proposal in the United Nations 
In August 1950, the United States, Canada, and 
the United Kingdom submitted draft resolutions to the Econo-
mic and Social Council suggesting several recommendations to 
work out a plan to solve the problems of unemployment in 
under-developed countries. Finally, the Council unanimously 
adopted at its 412th plenary meeting on August 15, 1950, 
Resolution 290 (XI) paragrapbs22 and 23. 
Paragraph 22 requested the Secretary-General to 
appoint a small group of experts to prepare a report on un-
employment in under-develop~d countries, and the national and 
international measures required to reduce such unemployment. 
He was asked to give every assistance to this expert group 
in the·~preparation of· this report, as well as keep them in-
formed of work already done or currently being undertaken 
in that field by the United Nations and the specialized 
agencies. xhe report was to be transmitted to other members 
of the United Nations. 
Paragraph 23 req-q,ested the Economic, Employment 
- '•;. 
and Development Commission to examine the report prepared 
by this group o:f experts. 'rrhis:commission must submit to 
the Council any comments or recommendations for action which 
seemed necessary. Consideration of ways and means of' pre-
venting any aggravation o:f the problems of unemployment and 
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under-emp~oyment in under-developed countries should be 
studied. Also, measures of social security designed to 
ensure that there will be no interruption in the income of 
workers temporarily unemployed through mechanization or 
technological progress should be considered. Besides, 
the work of the International Labor Organization must be 
taken into account.57 
United States Takes the Initiative 
ori November 24, 1950, Mr. Truman, President of 
the United States, requested the United States International 
Development Advisory Board to prepare a report with recom-
mendations examining the problem of the under-developed 
areas in relation to mobilization for defense. This Board 
had the benefit of the advice and counsel of representatives 
from labor, finance, agriculture, civic groups, voluntary 
philanthropic agencies, and complete wholehearted cooper-
ation from various departments and agencies of the govern-
ment as well as international bodies. 
On March 7, 1951, the Board, which was headed by 
Mr. Nelson A Rockefeller as chairman, after consultation 
with the management of the International Bank for Reconstruc-
tion and Development endorsed a proposal for the establish-
ment of an International Finance Corporation to be organ-
ized as an affiliate of the International Bank. The Board 
57. 3, pp. 472-475. 
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stressed in its report, which was published under the title 
of 11 Partners of Progress 11 , · the follo,-ving points: 
1. The United States and other foreign investors 
were ready and willing to provide equipment and management 
for enterprises in under-developed countries but were unable 
to find local equity money that would purchase shares in the 
prospective earnings. 
2. It was difficult to borrow the necessary local 
funds needed to finance the installation of equipment or to 
find the buildings needed for housing enterprises. 
3. Borrowing money in foreign currencies created 
the risk of exchange as well as the ordinary risk of business 
loss. 
Finally, the Board pointed out that the two press-
ing problems were: (1) no national or international agency 
--such as the Export-Import Bank, the International Monetary 
Fund, and the International Bank for Reconstruction and Deve-
lopment--coul.d offer sound financing, and (2) more effective 
employment of locally available capital in the under-deve-
loped countries. 
To meet both of these needs, that of enabling 
private investors to obtain supplementary capital in local 
currencies and that of mobilizing local capital, the Advisory 
Board recommended that the.United States take the initiative 
in creating an International Finance Corporation. This Cor-
61 
poration would be an affiliate of the International Bank 
with authority to make loans in local and foreign currencies 
to private enterprises without the requirement of government 
guarantees, and also to make non-voting* equity investment 
in local currencies in participation with private investors. 58 
The Report of the Experts 
Shortly therea~r, in May 1951, the group of ex-
perts submitted their report entitled "Measures for Economic 
-
Development of Uncer-developed Oountries 11 , which also recom-
mended the establishment of the Corporation, since the In-
ternational Bank could not make equity investments. 
Also, in their report, the group estimated the 
capital required by the under-developed countries. In column 
6 of Table VI the group estimated how much capital would be 
needed to provide adequately for new employment outside ag-
riculture in these areas. the group expressed the opinion 
that this was one of the two principal ways by which national 
income could be raised, the other way being the improvement 
of agriculture. 
The group assumed an annual transfer of 1 per cent 
of the total working population from agriculture into non-
* Voting power is the right of the stockholder to vote on 
ordinary management matters or to elect directors. The 
bondholder and preferred stockholder do not exercise·such 
a right because they do not bear the principal hazard of the 
business. 
58. 1, pp. 83-85. 
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agricultural occupations. In most countries this transfer 
would cause an annual increase of over 10 per cent of the 
total industrial output. 
The table shows an amount of $19 billion (columns 
6 and 7) per annum--required capital invested in industry 
and agriculture--compared with the net investment in the 
United States, which now runs to between $25 to $30 billion 
a year for a population one-tenth the size of those nations 
in the table. If this amount of fl9 billion, which was 
about 20 per cent of the national income of these countries 
in 1949, were put into industry and agriculture, it would 
be possible to acceomplish the annual shift of 1 per cent 
of the total working population into industry and in turn 
an increase of their nationai income of about 2i per cent 
per year. 
Column 9 in the table shows a difference of nearly 
$14 millions between actual domestic savings and the need 
estimated by the board of experts. In order to bridge the 
gap, the experts worked out certain measures to be applied 
in these countries for economic development. On the other 
hand, if investment occurred as expected by the experts, 
and raised the national income as estimated, some part of 
the increase could be siphoned off into increasing domestic 
savings .. 
Finally, the experts, in recommendation no. 16 of 
their report, suggested that: 
63 
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TABLE:VI 
. CAPITAL REQUIRED BY UNDERDEVELOPED AREAS ANNUALLY IN INOOSTRY AND AGR-
!CULTURE. TO RAISE THEIR NATIOOAL ll'WOME PER CAPITA BY 2% ANNUALLY. 
Area Population Expected National N.domestic · Needed for Total · Deficit 
mid-1949 rate o£ income saving Agricul- Iridust• needed {col.8 
{million) annual . 1949 1949 ture rializ- {billion) minus 
populati~n ation c~l.5) . 
increase 
1950-1960 
(per cent) 
l 2. 3. 4 5 6 7 '8 9 
L. America 158 2.25 .· 24,000 1,990 960 1580 , 2,540 -550 
Africa. e.xclud-
ing Egypt 178 1.25 13,200 7';1) 528 .1,780 2,308 1,588. 
Middle East incl..:. 
ding Egypt 94 1.50 9,000 . 540 360 . 940 1,300 760 
S•Centeral Asia* 436 1.50 24,000 1;200 960 4,320. 5,320 4,120 .· 
Far East e.x.clud-
•' 
ing Japan*· 661.. 0.15 26,400 790 1;056 6:,610 7,660 . 6,876 
Total . 1,527 1.25 96,6oo 5,240 3,864 15,270 19,134 13,894 
-tl- :Inclided India, Pakistan,. Ceylon, the Maddive Islands and the adjacent areas o£ Nepal and Rhuton. 
iHI- Included Burma, China ( including Formosa ) , Korea; Mongolian People t s Bepublic, Pb:ilippines, Thailand, British 
. Borneo, Federation o£ Malaya, liong Kong, Indonesia, Macao, Timor, Singapore and, New Guinea. 
Source : 2, PP• 76 . 
The United Nations should explore the possibility 
of establishing an International Finance Corporation 
to make equity investments and to lend to private 59 undertakings operating in_~der-developed countries. 
Slow Procedures 
In accordance with the Resolution 290 (XI), para-
graph 22, the report was transmitted to the Economic, Employ-
ment and ~evelopment Cemmission to give its opinion of the 
report. 
Most members of the Commission regarded the report 
as a helpful analysis of the problems confronting under-
developed countries in their effor~s to promote economic 
development, and agreed with the experts• conclusion that, 
while the Council had asked them to study the problem of 
reducing unemployment and under~employment in thoge countries, 
useful recommendations could not be presented except on the 
basis of an analysis of the measures required for economic 
development. 
With respect to recommendation no. 16 in the report, 
the Commission recommended that the Council invite governments 
to give further consideration to this recommendation. In ad-
dition, it proposed that the Council invite the International 
Bank (1) to consider and report to the Council whether an 
International Finance Corporation could make significant 
additional contributions to economic development, over and 
above those that could be made by existing organizations, by 
59. 2, p. 95. 
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assisting in the financing of productive enterprise in under-
developed countries--either through loans without government 
guarantee, through purchase of stock, or otherwise; and (2) 
if it so considered, to make recommendations with regard to 
the powers, functions, organization and methods of such an 
institution.60 
In August 1951 the Council considered the report 
of the Economic, Employment and Development Commission. After 
a long debate by members of the Councils they adopted Reso-
lution 368 (XIII) on August 22, .1951, which reads, in part, 
as follows: 
13--Requests: In order to ensure that foreign 
capital may contribute in greater measure to the 
economic development of under-developed countries, 
adding a new and important factor to the action 
taken in that direction by existing bodies, bearing 
in mind the favourable opinions of experts and in-
stitutions which ha~e already urged that couse, and 
expressing its sympathy with the recommendations of 
the group of experts that the possibility be ex-
plored of establishing an International Finance 
Corporation to promote the financing of productive 
private enterprise either through loans without 
government guarantee, through equity investments 61 or by other methods intended for the same purpose. 
In addition, the International Bank for Reconstruc-
tion and Development was asked by the Council to consider 
what contribution such a body could make to the general 
scheme, and to report to the Council at its fourteenth see-
60. 4, pp. 380-382. 
61. 4, p. 387. 
66 
.$:ion on the conclusions reached. 62 
· The International Bank 1 s Report 
The Bank accordingly submitted its report (E/2215) 
to the Council's fourteenth session in 1952. The report 
outlined the reasons for the inadequacy of private investment 
in under-developed countries, a situation which had led to 
the establishment of a number of national financial insti-
tutions of a public or semi-public character with the object 
of supplementing the flow of prmvate capital through public 
assistance to or participation in private enterprise. 
The report also indicated that the ability of 
the Bank to contribute directly to the growth of private in-
vestment was limited. Although one of the chief purposes 
of the Bank, as stated in Article 1 of its charter, is to 
promote private foreign investment, most of the loans it 
had made were deovted to the financing of government pro-
jects of a public works character. This included the pro-
vision of basic services and utilities. Few loans had been 
made directly to private enterprise. 
Two restrictions stood in the way of greater Bank 
assistance to the private sector. They were: 
First, the statutory requirement that all loans 
made by the Bank must be guaranteed by the government, or 
the Central Bank, or its equivalent, of the country in which 
62. 4, pp. 380-387. 
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the project to be financed was located,. 
Second, the Bank makes only fixed interest loans 
and does not provide venture capital. Frequently, a large 
I 
proportion of' the capital needed to establish or expand a 
private enterprise can appropriately be invested only as 
venture capital; where the amount of' venture capital required 
is more than the private interest alone can provide, the 
Bank is unable to act. 
It was pointed out, however, that existing national 
and international agencies do not~ in the aggregate, ade-
quately meet the need for stimulating private international 
investment. It was the recognition of' this need that led 
to the proposal for a new instrumentality which would not 
only provide capital to productive private enterprises but 
by direct participation in them could also induce increased 
investment by a greater number of private investors, both 
local and foreign. An important contribution to economic 
development would be made if this need could be met. 
The Bank also expressed an optimistic opinion on 
the Corporation's outlook, which stated: 
The Corporation, on the other hand, would be 
able to approach private investors in different 
parts of the world not merely with a promising 
idea but also with an offer of financial partici-
pation if a sound proposal were worked out. As 
time went on, the Corporation should become an 
increasingly effective instrument for bringing 
investmen53opportunities, capital and management together. 
63. ~i/7, p. 14. 
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In regard to objectives and advantages, the Bank 
expressed the view tha~ an international finance corporation 
could stimulate the flow of private capital, and the technical 
and management skills that such capital brought with it, into 
private undertakings in the under-developed countries in three 
ways. First, it would enable private investors, domestic 
and foreign, to undertake projects now held back by lack of 
capital. Second, it would induce proviate investors to enter 
the development field by bringing to their attention invest-
ment opportunities of which they would otherwise be unaware. 
Third, it should be able to encourage investors to embark 
on projects from which they are deterred by lack of confidence 
rather than lack of capital. 
Then the report emphasized that the Corporation 
should supplement, and not supplant, the activities of pri-
vate investors and that the Corporation would be empowered 
to make both unguaranteed loans and equity investment. 
The Bank also preferred that 
the Corporation would be an affiliate of the Inter-
national Bank and would make the fullest possible 
use of th~4technical and administrative staff of the Bank. 
The report cautioned that there were limitations 
on what the Corporation could be expected to achieve; it 
would have to begin operations on a modest scale and could 
64. 47, pp. 7 
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spend only gradually; it could not provide a large volume of 
capital in relation to the world 1 s need for development fin-
ancing; it could not alter the basic economic conditions that 
bring about government regulation of the repatriation of capi-
tal and the remittance of profits by foreign investors; nor 
would its creation doaway with the need for considering other 
ways to remove obstacles to private investment. 65 
Similarity of the Two Reports 
It should be noticed that the assumptions in the 
Bank reports are an elaboration of the basic concept contained 
in the report of the United States International Advisory 
Board. 
In one point the Bank disagreed with the Board. 
In its report, the Board proposed that equity investments of 
the Corporation should not carry voting rights as long as 
they were held by the Corporation. Also, the group of ex-
perts appointed by the Secretary-General of the united 
Nations to submit their report to the Council emphasized 
this point and suggested 11 to make non-voting equity invest-
66 
mentstt. However, the Bank decided not to waive this right. 
In its report, the Bank expressed the opinion that 
although there was a sound principle underlying this sugges-
tion, it would be deeiD'.Biblle to avoid any rigid requirement 
65. 58, pp. 7-21. 
66.· 1, p. 82. 
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barring all voting rights. Some voting rights regarding, for 
example, the issuance o~ new securities and the sale of as-
sets, would usua~ly be necessary to protect the Corporation's 
position as a minority stockholder. 67 
Additional Consultations 
In addition to this report, the Bank informed the 
Economic and Social Council that in~ormal discussions be-
tween the officers and member governments on the desirabil-
ity of setting up such a corporation inqicated that, almost 
without exception, representatives o~ the less-developed 
countries had supported the proposal and, in addition, two 
of the more highly-developed countries had· indicated that 
their governments supported the proposal. Spokesmen for 
most of the highly-developed countries, however, while ex-
pressing sympathetic and interested views 1 had reserved 
judgment on the merits of the propos~l, and several had 
stated that .their governments were hot· at present in a posi-
tion to contribute to a corporation of that kind. 68 
Back and Forth 
Following its discussion, the Council adopted 
Resolution 482 (XVI) on August 4, 1953. This resolution 
showed that the Bank intended to continue to explore the 
question of an International Finance Corporation with its 
67. 58, p. 23. 
68. 6, p. 301. 
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Member Governments; it commended the Bank for the useful con-
tribution it had made to-the study of the question and it in-
vited the Bank to present, as soon as possible, the results 
of further study with a view to clarifying and analyzing 
the questions which had been raised and the different points 
of view that had been expressed. The Bank was also asked to 
continue further exploration of the matter with its Member 
Governments. 69 
The General Assembly Shows Interest 
On December 21, 1952, the General Assembly at 
its eighth session adopted Resolution 724 a (VIII). This 
resolution requested the International Bank to: 
1. Analyze the methods of furnishing the capital 
for an International Finance Corporation by governments and 
non-governmental institutions~ 
2. Hold conferences more intensively on the 
creation and financial support of an International Finance 
Corporation. 
3. Report to the Economic and Social Council at 
its eighteenth session.7° 
The Economic and Social Council was asked tore-· 
view at its eighteenth session in 1954 the report of the 
International Bank on the creation of an International Fin-
69. 6' p. 302. 
70. 5, pp. 365-367. 
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anee Corporation. Furthermore, it was asked to report to the 
General Assembly during its ninth session in 1954. 
Aceordingly, the Bank reported to the Council that 
ita position in that respect had not changed since 1953, 
73 
when the Bank had submitted its first report on the subject. 71 
Earnest Support by Many Governments 
In November 1954, various opinions were expressed 
by Member Governments in the Second Committee on the Corpor-
ation•s establishment. However, on November 11, 1954, it was 
announced that the United States would seek Congressional 
approval for United States participation in the proposed 
Corporation, in the amount of 35 million dollars. The an-
nouncement was made by the Secretary of the Treasury, George 
M. Humphrey, as Chairman of the National Advisory Couneil 
on International Monetary and Financial Problems. He empha-
sized that the operation of such a corporation would of neces-
sity have to be experimental and subject to review from time 
to time.72 
Later, the· Second Committee was informed that the 
government of the United Kingdom was willing to take part in 
a discussion on the creation of the Corporation along the 
lines indicated in the United States announcement. It also 
expressed the desire to make a proposal to Parliament at a 
71. 7, p. 126. 
72. 7, p. 127. 
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suitable time for United Kingdom participation in the Corpora-
tion.73 
The Establishment of the IFC Expedited 
Following this rapid development, a draft resolu-
tion was adopted by the General Assembly on December 11, 1954, 
by 50 votes to none, with five abstentions. By it the Assem-
bly asked the International Bank: 
1. to.prepare draft statutes to govern the Corpra-
tion, taking into account views expressed in the United Na-
tions and the responsibilities of existing financial organiza-
tiona; 
2. to present the draft to the Bank's Members for 
discussion and invite them to indicate the amount of capital 
support that might be expected of them for setting up the 
Corporation; and 
3. to take steps to achieve agreement among its 
Members of the draft statutes. 
It asked, in addition, that the Bank report to the 
mid-1955 session of the Economic and Social Council and that 
the Council report to the General Assembly's tenth session.74 
The International Bank Confirms 
In 1955, during the twentieth session, the Council 
had before it a report by the President of the International 
73. 7, p. 121. 
74. 7' p. 128. 
Bank concerning the proposed Articles of Agreement for the 
International Finance Corporation. 
In this report, the President of the Bank informed 
the Council that in April 1955 the Executive Directors of 
the Bank had approved for submission to Member Governments 
of the Bank the proposed Articles of Agreement for the IFC, 
together with an explanatory memorandum. 
Also, in this report, the President of the Bank 
stated that 43 governments had declared their intention of 
joining the Corporatione He reported decisive progress in 
securing parliamentary consent to the signature 6t the ag-
reement by some of the major contributors. 
In the course of the debate in the Council, many 
delegations expressed thanks to the Bank for drafting the 
Articles of Agreement and an enabling statute, and gratifi-
cation at the prospect of the establishment of the IFC within 
a few months. Several non-governmental organizations had 
fully supported the establishment of the IFC, such as the 
International Chamber of Commerce, the International Federa-
tion of Christian Trade Unions, and the International Con-
federation of Free Trade Unions. 
After the debate, the Council adopted Resolution 
583 B (XX) in which it expressed its appreciation to the 
International Bank, and looked forward to the establishment 
of the Corporation as soon as possible.75 
75. 8, pp.98-99. 
75 
United States Takes Actual Step 
On May 2, 1955, President Eisenhower urged Congress, 
in his message, to enact legislation permitting the United 
States to join with the other ~ree nations in organizing the 
IFC. In his message, the :President indicated that rrour par-
ticipation in IFC will strengthen the partnership o~ the ~ree 
nations, 11 and that 
through the Corporation we can cooperate more e~~ec­
tively with other prople ~or mutual prosperity and 
expanding international trade, thus contributin~6to the peace and the solidarity o~ the free world. 
The IFC Comes into Existence 
In its tenth session (1955), the General Assembly 
had be~ore it the report o~ the Economic and Social Council, 
which proposed to establish the IFC. In this session, 29 
Asian and ~rican countries had unanimously expressed the 
desire that the International Finance Corporation should be 
established at an early date. It should be noticed that 
these 29 countries had recommended the establishment o~ the 
Corporation in the Bandung Conference.77 
The representative o~ the united States 
hoped that IFC would prove a successful experiment 
and that it would encourage private capital to as8-sume a large role in world economic development.? 
76. 64, p. 1. 
77. 8, P• 99. 
78. 8, p. 100. 
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The representative of the United Kingdom said that 
the benefit that IFC would bring to the under-developed 
countries should be far greater than was suggested by the 
relatively meager amount of its authorized capital. 
The draft resolution was adopted by the General 
Assembly in November 1955 by 52 votes to none, with 5 ab-
stentions. The resolution reads, in part, as follows: 
Noting that the Articles of Agreement provide that 
the Corporation shall be established and begin op-
eration when the agreement has been signed on behalf 
of not less than $7s,ooo,ooo ••• LWe_7 look forward 
to the establishment of the Corporation as soon as 
practicable.79 
Relations with the United Nations 
At its twenty-second session, on December 17, 1956, 
the Council adopted Resolution 634 (XXII), asking its £resi-
dent to negotiate, with the appropriate authorities of the 
International Bank, an agreement for the purpose of bringing 
the IFC into relationship with the United Nations. On Decem-
ber 19 of the same year, the Council approved the draft agree-
ment, as negotiated, and recommended that this agreement be 
approved by the General Assembly at its eleventh session in 
1957.80 
On February 20, 1957, the General Assembly at its 
eleventh session adopted Resolution 1116 (XI) which reads as 
follows: 
79. 8, p. 101. 
80. 9,pp. 274-275. 
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Having considered the Agreement entered into on 19 
December 1956 between the Economic and Social Council 
and the International Bank for Reconstruction and 
Development, acting for and on behalf of the Inter-
national Finance Corporation, on relationship be-
tween the United Nations and the Internation~l 
Finance Corporation,approves this Agreement. 1 
81. 9, p. 276. 
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VI. PURPOSE, FUNCTION AND OPERATION 
Why the IFC was Established 
As we have discussed in Chapters II, III and IV, 
it is a fact that in recent years private foreign invest-
ment has not played a sufficient part in the economic deve-
lopment of under-developed countriese ~ven though in many 
cases capital may be available for such foreign investment, 
potential investors have felt that the risks were becoming 
greater and the rewards less attractive. Oftentimes the 
respective demands made by recipient governments and by po-
tential investors with regard to the safeguarding of their 
interests have been impossible to reconcile. In such a 
situation the growth of private foreign enterprise cannot 
easily be fostered. 
As a consequence of this lack of private foreign 
investment, a number of national financing institutions of 
a public or semi-public nature have recently been established. 
Their·function has been to supplement private investment 
through loans to, or in some cases equity participation with, 
interested private concerns. Such institutions have been 
able to give private investors the government funds and 
financial safeguards not otherwise available to them. Examples 
of such institutions are the Colonial Development Corporation 
of the United Kingdom, the Societe Nationale de Credit a l'In-
dustrie of Belgium, and the Caise Centrale de les France 
79 
d'Outre Mer in France. The United States Export-Import Bank 
is the only one of these which operates outside of its own 
boundaries and is Unrestricted to a specific geographical 
area. Most of its funds have been used for loans to govern-
ments and government-backed projects. 82 
Such institutions clearly have an important role 
in promoting economic development. They are, however, be-
cause of their geographical and functional limitations, poorly 
equipped to meet the problema that would be faced by the In-
ternational Finance Corporation. In essence this is because 
the activities of such government-sponsored financial insti-
tutions in the field of foreign investment would come under 
suspicion as to their disinterestedness from both a business 
and political viewpoint. 
United Nations Financial Organizations 
The United Nations financial organizations are 
of vital importance in the field of international economic 
development. The most complex and technical arrangements, 
both in their function and structure, are made for dealing 
jointly with currency, credit, and governmental loans. The 
two moat important of the United Nations financial organiza-,, 
tiona are: 
1. International Monetary Fund: The purpose 
of the Fund is to aid countries in overcoming temporary 
82. 47, P~ 9. 
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disequilibrium in their balance of payments. ~us countries 
which suffer from a shortage of foreign currency are permitted, 
within certain limits set up by the Fund, to exchange their 
currency for the currency of other countries. This privilege 
is intended to be utilized in eases of bad harvests, crisis 
in the export market, or cyclical depression, for example. 
It is not to be taken advantage of in order to build up for-
eign exchange for long-term needs. The Fund's resources may 
not be used to meet a large sustained capital outflow, but 
may only be used to meet current payments. It is clear that 
the International Monetary Fund is not designed to increase 
the flow of long term private capital. 83 
2. The International Bank for Reconstruction and 
Development: The Bretton Woods Conference, July 1, 1944, 
was concerned with the need that would arise after cessation 
of hostilities for international capital to finance the re-
construction of war-destroyed industry and to spur economic 
development, to increase productivity and to raise living 
levels, especially in under-developed areas. The Conference 
felt that these needs could best be met by an International 
investment institution designed to make loans for the pur-
pose of economic development and reconstruction. It would 
use its own funds in addition to capital mobilized from pri-
vate interests. Its structure would be such that investment 
83. 45, pp. 4-6. 
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risks would be shared by all member governments in proportion 
to their economic strength. This solution was set forth in 
the Bank's Articles of Agreement, Article 1. Accordingly the 
Bank was established as a corporate, intergovernmental insti-
tution, whose capital sto~k is owned by its member governments. 84 
As its purpose is to encourage and further economic 
development, the Bank stresses particularly the growth and ex-
pansion of private enterprise. Private investment is stimu-
lated by many of the Bank's loans, either directly or indirectly. 
General survey missions have consistently stressed the impor-
tance of private enterprise, especially in directly productive 
fields {Art. 1, Subpar. ii). 
However, the Bank has a limited ability to foster 
private investment, and in fact most of its loans have gone 
to finance government public works projects, such as the pro-
vision of basic services and utilities "and :few loans have 
been made directly to private enterpris~.uS5 
There are two factors which prevent greater aid to 
private enterprise. First is the requirement, set out by its 
statutes, that all of its loans must be guaraAteed by the 
governm.~nt of the country in which the development scheme is 
to take place. (Art. 1, Subpar. ii). Thus private investors 
. 
wary of government interference are discouraged from borrowing 
from the Bank. Furthermore, 
84. 59, pp. 4-5. 
85. 47, p. 12. 
governments are reluctant to give a guarantee to 
private companies for rear or appearing to ravor 
one private interest as against its8gompet1tors or as against various ptiblic projects. 
A second ractor is that the Bank does not under-
take equity rinancing. There have been cas.es where the Bank 
has had to turn down a proposal for a worthwhile project 
which promises success and substantial benefit to one of its 
member countries because more equity capital was required in 
relation to loan capital than the promoter was ab+e to pro-
vide. Such proposals give the Bank or the guarantor an 
excessive share of the risks, if the project is unsuccessrul, 
and the promoter with an excessive share or the prorits if 
the project is successful. In the absence of such equity 
funds, the Bank has been unable to finance such proposals.87 
Thus, although there are governmental and inter-
national financial institutions which fulfill their own 
functions in their own spheres satisraotorily, there still 
remains to a large degree the problem of stimulating private 
international investment. The recognition or this problem 
led to the formation of an institution that would both pro-
vide loans to private investors and by direct participation 
83 
in investment projects persuade a larger amount of local and 
foreign capital to enter the investment field. To meet this 
need would be an important contribution to eaonomic development. 
86. 47; P• 11. 
87.. 47' p. 12 • 
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The Purpose of the IFC 
It was suggested by the International Bank in its 
report on the proposed formation of an International Finance 
Corporation that one of the functions of such a corporation 
would be to encourage private investment aborad by concerns 
which had never before done so. It would be able to offer 
financial participation to interested investors all over the 
world where promising plans for investment were suggested. 
It would be in time nan increasingly effective instrument 
for bringing investment opportunities, capital, and manage-
ment t~gether. 1188 
The report of the B~nk also suggested that investors 
might be encouraged by the, Corporation's participation to 
enter foreign fields from which they had previously been de-
terred by lack of confidence, rather than lack of capital. 
The cooperation of the Corporation would help to insure against 
the imposition by recipient countries of arbitrary and unfair 
regulations working against the interests of investors. The 
international character and affiliations of the Bank would 
help to create confidence in both parties that their respect-
ive interests would be respected. 
In conclusion the report of the Bank maintained 
that the Corporation would have the task of dealing with spe-
cific problems of international investment on a private level. 
Such problems could be dealt with at an early stage; the 
prestige of the Corporation should enable it to pre~s success-
fully for early and satisfactory settlement of disputes. 
88. 47, p. 14. 
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The most important point made by the Bank's report was that 
through the activities of the Corporation, additional private 
investment not directly connected with the Corporation would 
be fostered and encouraged. 89 This would include the expan-
sion of industries begun under Corporation auspices and the 
resale by the Corporation of its own securities to new local 
or foreign investors in order to use the proceeds for in-
vestment (Art. III, Sece 3, Subpar. vi). 
In the Charter, the purpose of the Corporation 
is very clearly stated in Article I of the Articles of Agree-
ment. Article I indicates that the basic objective of the 
IFC is to encourage the growth of productive private enter-
prise in its member countries, particularly in the less de-
veloped countries, supplementing the International Bank of 
Reconstruction and Development. ~n carrying out this pur-
pose, the Corporation must: 
a. Invest in private enterprises in partnership 
with private investors--without government guarantees. It 
will move into p·rojects, however, only when private resources 
··' 
are not available. 
b. As suitable opportunities_ for productive in-
vestment come to its attention,' seek to recruit capital from 
private sources, and, if necessary, to find experienced manage-
ment. 
c. In general, seek to stimulate, and to help 
89. 47' p. 14. 
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create conditions which will stimulate, the flow of both 
domes~io and internationa private investment into productive 
enterprises in IFC's member countries (Art~ I, Subpar. 1, ii, 
and iii), 
The Explanatory Memorandum attached to the Charter 
made clear that 
in carrying out this function, the Corporation is 
to supplement and ass!st the investment of private 
capital and not to compete with such capital,90 . 
It would not, therefore, undertake any business that private 
investors would be willing to transact without its participa-
tion. In addition, it noted that the Charter does not ex-
clude any member country from the scope of the Corporation's 
operation but called attention to the emphasis placed on the 
Charter of the IFC as a developmental agency intended to 
operate particularly in the under-developed countries. 
As inferred from the Explanatory Memorandum, it 
becomes clear that, while it was not envisaged that the IFC 
would select the enterprises in which it invested on the basis 
of their relative economic priority, it could be expected that 
the new institution would finance only enterprises which are 
productive in the sense of contributing to the development 
of the economies of the member countries in which they operate. 
The Charter does not explicitly require that the private 
investors with which the Corporation is to associate 
90. Art. I, Explanatory Memorandum. 
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itself must invest new capital in the enterprise 
currently with the Corporation's investment.91 
The Memorandum made plain, however, that as a general rule, 
the IFC would undertake financing only where new private cap-
ital was invested in the enterprise at or about the same time. 
In his message to the Congress in May 1955, Presi-
dent Eisenhower declared that the establishment of the IFC 
and the United States participation in it would strengthen 
the partnership of the free nations. Also, in his message, 
he outlined the main purposes of the IFC and said: 
The entire free world needs eco~omic growth which 
will support a rising (standard) of living and will 
fortify free social and political institutions.92 
The President referred to the importance of the 
IFC to the United States and pointed out that through the 
IFC the United States.can cooperate more effectively with 
other people for mutual prosperity and expanding international 
trade. 
More comments on the purpose of the IFC have been 
made by the officials of the United States Government, the 
International Bank for Reconstruction and Development, and 
the United Nations. Mr. G. Humphrey, the Secretary of the 
Treasury of the United States Government, announced in June 
1955, before the IFC had come into existence, that the IFC 
would generate an increased flow of private capital, no:b''"merely 
91. Art. I, Explanatory Memorandum. 
92. 44, p. 1. 
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by providing financial support but also by giving additional 
confidence to firms that were interested in investment abroad 
but were deterred by lack of knowledge and experience. He 
added also, 
I am convinced that there are many companies, mostly 
middle size and small firms, that will engage in 
overseas operations if they can get IFO participation. 93 
Mr. Garner, the President of the IFO, declared in 
his address to the inaugural meeting of the Board of Governors 
on September 24, 1956, th~t the IFOrs primary interest was 
not simply to help certain private projects by making dollars 
available to them. He assured the members in his speech that: 
Our purpose is much wider. It is to demonstrate that 
private investment in the less developed areas, pru-
dently made and properly managed, can be both prof-
itable and useful and by that demonstration encourage 
an affirmative attitude on the part of private in-
vestors throughout the world.94 
Mr. Garner stated on other occasions that the IFO 
was designed to play a successful role in helping economic 
development and incre~sing international production and trade. 
In a booklet published by the IFO he wrote stressing again 
the purpose of the Corporation and its great role in private 
business: 
••• its success will be measured not only by its own 
investment, but also in far greater measure by the 
extent to which it can assist and encourage private 
capital and experienced industrial management to in-
vest money and skills in the less, developed areas. 95 
93. 36, p. 2758. 94. 50, p. 3. 95·· 56, p. 1. 
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Membership and Capital 
The provisions in the Charter of the IFC, with 
regard to membership, follow the comparable provisions in the 
Bank's Articles (Art. II, Sec. I-, Par. a, of the Bank and IFC), 
except that the phrase "International Monetary Fundn has been 
replaced by the phrase 11 Inmernational Bank 11 • Membership in 
the Bank is a precondition to membership in the IFC (Art. II, 
See. I). 
~he initial authorized capital of the Corporation 
-!. 
is loo m'illion dollars, divided into 10,000 shares having a 
par value of $l,ooo. ~ch original member is required to 
subscribe to the number of shares set forth for it in the 
schedule attached to the Charter (see Table VII) (Art. II, 
Sec. 2, Par. a and b). 
The principle which was followed was that the 
initial subscription of such original members should be 
proportionate to t.heir•3:Subscription to the capital stock of the 
Bank. The number of shares of stock subscribed by other mem-
bers is determined by the IFC. In this connection, provision 
has been made in the Charter for an increase by the Board of 
Governors in the amount of stock authorized at any time, pro-
vided that it shall not exceed 10,000 shares (same, Par. e, 
Subpar. i). 
The Corporation has authority to bo~row funds and 
in that connection to issue its own securities. The Charter 
provided for obtaining the approval of members before making 
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Country 
Australia 
Austr.ia 
Belgium 
Boll. via 
Brazil 
Burma 
Canada 
Ceylon 
Chile 
China 
Colombia 
Costa Rica 
Cuba 
Denmark 
Dominican Republic 
ECtJ,ador 
Egypt 
ElSalvador 
Ethiopia 
Finland 
France · 
Ger.ma.ny 
Greece 
Guatemala 
Haiti 
Honduras 
Iceland 
In eli a 
Indonesia 
Iran 
Iraq 
Israel 
Italy 
Japan 
Jordan 
Lebonan· 
Luxembourg 
Mexico 
Netherland 
Nicaragua. 
TABLE : VII. 
SUBSCRIPTION TO CAPITAL STOCK OF 
. THE IFC 
Number of shares 
2,21.5 
.5.54 
2,492 
78 
1,16.3 
166 
3,600 
166 
.388 
6,646 
.388 
22 
388 
7.53 
22 
3.5 
. .590 
11 
33. 
421 
.5,81..5 
3,6.5.5 
277 
22 
22 
11 
u 
4,431 
1,218 
.372 
67 
.50 
1,994 
2,769 
33 
.50 
lU 
720 
3,046 
9 
Amount in u.s dollars 
2,21.5,000 
.5.54,000 
. 2,492,000 
78,000 
1,163,000 
166,000 
3,600;000 
166,000 
388,000 
6,646,000 
388,000 
22,000 
388,000 
7.53,000 
22,000 
3.5,000 
.590,000 
11,000 
33,000 
421,000 
.5,81..5,000 
3,6.5.5,000 
277,000 
22,000 . 
22,000 
u,ooo 
11,000 
4,431,000 
1,218,000 
372,000 
67,000 
.50,000 
1,994,000 
2,769,000 
3.3,000 
.50,000 lll,ooo 
720,000 
3,046,000 
9,000 
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Country· 
Norway 
·Pald.stan 
Panama 
Paraguay 
Peru 
· Phillippines 
Sweden 
Syria 
Thailand 
Turkey 
Union ot S. Africa. 
United· Kingdom 
United States 
Uruguay 
Venezuela 
. Yugoslavia 
Total 
Number o£ share-s 
554 
1,108 
2 
16 
·'194 
.166 
1,io8 
72 
. ·139 
·476 
1;108 
14,400 
35,168 
116 
.116 
443 
100,000 
Source : Articles o£ Agreement ot the IFO 
Amount in U.s dollars, 
•554;,000 
·1,108,000 
2,000 
16,000 
. 194;,000 
166;000 
1,108,000 
72;000 
139;000 
476,000 
i;108;000 
14,400,000 
35,168,000 
u6,ooo 
ll6,000 
443,000 
100,000,000 
a public sale (Art. III, Sec. 6, Subpa~. i). 
Method of Operation 
~he Corporation has authority to invest in any kind 
of productive private enterprise, including agricultural, fin-
ancial, and commercial undertakings, but its main emphasis is 
likely to be on industry, either the expansion of existing 
plants or the creation of new ones. In the Inaugural Meeting 
of the Board of Governors, Mr. Garner pointed out that the 
Corporation should concentrate on industry for the first stage 
at least, because he believes that in general the field of 
industry is the one in which the Corporation can most effec-
tively promote development. After a time, as Mr. Garner be-
lieves, the Corporation may find that " ••• it is practical to 
92 
. 96 branch out into the field of finance, commerce and agriculture. 11 
In addition to its financing operation, IFC serves as 
a clearing-house to bring together investment opportunities, 
private capital, and experienced management (Art. I). In most 
cases, it is not practical for IFC to make investmentsin enter-
prises with total assets of less than about $5000,000. It will 
finance not more than half of the total cost of an enterprise. 
Generally, its investments range from about $100,000 to 
$2,000,000. 97 Mr. Garner explained the reason for this diver-
sification to be the conviction that the concentration of IFC's 
resources on financing a few large projects "would not be the 
best way to carry out the Corporation's mandate of stimulating 
private investment on a broad front.n98 
96. 50, p. 8. 97 .. 57, p. 1. 98. 50, p. 8. 
The IFC has been authorized by its Charter to make 
both fixed interest loans and investment of other kinds. It 
may, for example, buy securities which would give the Corpora-
tion the right to participate in the profit o~ an enterprise 
and which, when sold, could be converted by the purchasers 
into capital stock. Such an IFC investment is intermediate 
between loan eapital on the one hand and share capital on the 
other. In oth~r words, the investment may be in terms or loans 
carrying interest and some right to participate in the profits 
and growth or the business; such participation may take the 
form of: 
a. a right to convert the loan or some part or 
it into some type of share eapital, or an option to 
subscribe to share eapital, or 
b. a right to some additional income related to 
earnings, or 
c. both. The amount and form of the participa-
tion are matters.for negotiation to suit the circum-
stances or each individual case.99 
The IFC 1 s President, describing this type or invest-
ment, said that although the investment should usually be in 
the form of fixed debt obligations, as investor the Corpora-
tion 
regards itself as providing forms of venture capital. 
Thus while its investments will usually provide for 
some minimum fixed interest, the Corporation will ex-
pect some add.itional return depending upon profit--if 
any--and some rights to share in ownership which it 
ean sell to private investorselOO 
99. 57' p. 2. 
100. 38, p. 1421. 
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IFC's investments have been expressed in u.s. dollars, 
as long as its capital has been set up in terms or this currency. 
But its investments, to some extent, may be expressed in other 
currencies if justified by their stability and by the terms of 
the investment. 
However, the ruture of the IFC cannot be risked 
through impairment of its capital, which is all in dollars, 
because of depreciated currencies. As time goes on and cur-
rencies become more stable, and with the growth of IFC reserves, 
101 
shares of non-dollar investment would be justified. Profit 
participation is payable in the currency earned by the enter-
prise.10~ 
In the case of an entrepreneur looking for capital 
and for technical skills rrom abroad, for instance, the Cor-
poration would seek to interest investors outside the country 
who would be able to provide management experience as well as 
capital. For example, a group of investors in Ira~ want to 
start a local rertilizer plant costing 5 million dollars. 
·hey have 2 millions, need 3 millions and experienced manage-
L 
ment. The Corporation locates a British fertilizer firm willing 
to provide management and 1.5 million dollars if it can buy 
control of the company later on. The eorporation agrees and 
then puts up 1.5 million in bonds which may be converted to 
common stock when sold. 
Conversely, in the case of an entrepreneur interested 
in establishing or expanding an operation, the Corporation 
lOl. 51, P• 6. 
102. 38, p. 1421. 
TABLE : VIII 
MEMBERS AND SUBSCRIPTIONS TO CAPITAL. STOCK OF THE IFC 
NOVElJBER, 1959 
Country 
. A£gbanstan 
Argentina 
Australia 
Austria 
Belgium 
Bolivia 
Bra.:zil 
Burma 
Canada 
Ceylon 
Cblle · 
Colombia 
Costa Rica 
Cuba 
DeDnlark 
Dominican Republic 
Ecuador · 
. - . . . 
Amount ot shares · ... Countrz . 
$ -m,ooo 
1,662,000 
2,215.;000 
. ·. 554,000 
2,492,000 
78,000 . 
1,16.3,000 . 
166,000 
.3,600,000 
166,000 
,388,000 
,388;000 
Indonesia 
,Iran 
Iraq 
Ireland 
Israel 
-Italy 
Japan· 
Jordan 
LebJ:L'l.On 
. Libya 
·Luxembourg 
Mal.aya. 
Mexi.co 
· NtherlaXlds 
Nicaragua 
Norway . · 
United Arab Republic 
22;000 
,388;000 
75.3;000 
22,000 
.'35;000 
662,000 
'Pakistan 
Panama 
Paraguay -ElSal vador · 
Ethiopia 
Finland 
France 
Germany· 
Ghana 
Greece 
Guatemala 
Haiti 
Honduras 
Iceland 
India 
11,000 33;ooo· 
42J,,OOO 
5,81.5,000 
3,6.55,000 
166;000 
277,000 
22,000 
22;000 
11~000 
11,000 
·4,4.31,000 
·.Peru 
Philippines 
Sweden 
Thailand 
_Turkey 
U. of s. Africa 
United Kirigdom 
United States 
Venezuela 
· Total of .5~l countries 
Source : The Annual Reports· of the IFC-. 
Am.olint of shares 
$ 1,218,000 
372,000. 
.67;000_ 
3.32,000 
50,000 
1,994,000 
2,769,000 
3.3,000 
.50;000 . 
55;000 
lll;OOO 
"277-,000 
•720;000 
3,046,;000 
.9,000. 
554;000 
1,108;000 
2,000 
16;,000 
194;000 
·166·ooo 
. , 
l,l08.tOOO 
139;,000 
"476,000 
1;108;000. 
14;400,000 
.35,168,000 . 
JJ.6,ooo 
9.5,.398,000 
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would seek to recruit domestic capital and lecal partners in 
the country of investment. For example, a u.s. chemical com-
pany wants to build a project needing 4 million dollars. The 
u.s. chemical company has the capital, but in order to protect 
itself against discriminatory treatment it plans to invest 2 
million dollars; it asks the Corporation to find suitable 
Iraqi investors and to invest, itself, whatever part of the 
remaining 2 millions cannot be raised locally.l03 
In either case, the Corporation itself might invest 
in the enterprise. But it would do so only if it were satis-
fied that the private interests concerned were contributing a 
full share of the funds required and that the remaining re-
quirement could not be met from other private sources on reas-
onable terms. The Corporation regards itself as the last re-
sort. 
Restrictions 
As to its nature, the IFC is a financing agency, but 
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it is a financing agency which operates under a number of special 
restrictions essential to its purpose of stimulating the flow 
of private capital from other sources. Several of these re-
strictions, as stated in the Charter (Art. I and III), can be 
mentioned in the following paragraphs. 
1. The IFC is required to limit it financing to 
investment in productive private enterprise in the territories 
of its members. In other words, the Corporation will not nor-
103. ~he idea for the two examples was taken from hypothetical 
cases in 58, pp. 19-20. 
mally invest in power, transport, or other basic services of 
a type appropriate for financing by the International Bank. 
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It will not invest in social overhead such as housing, hospitals, 
or schools. Nevertheless, the Corporation will probably invest 
in enterprises in which the government or other public inter-
est has a share (Art. I, Sec. 1). The term 11 privaten here 
often refers to non-public enterprise. 
2. The Charter specifically provides that the IFC 
may use its resources only in association with private inves-
tors. Thus, the IFC will never provide the entire capital 
for any enterprise (Art. I). 
3. The IFC is not to undertake any financing for 
which "in its opinion, sufficient private capital could be 
obtained on reasonable terms." (Art. III, Sec. 3). On the 
other hand, it will be a significant function of the IF~ to 
try to join potential investors and business interests seek-
ing capital, and the IFC will not put up any amount in any 
undertaking unless it is satisfied that its private partners 
are bearing a full share of the financing burden (Art. I, 
Subpar. ii). 
4. ~ fourth restriction in the Charter is that the 
IFC must not invest in any country whcae regulations or whose 
government refuse such business (Art. III, Sec. 3, Subpar. ~). 
5. The fifth restriction in the Charter is that the 
IFC must not assume responsibility for managing any enterprise 
in which it has invested (Art. III, Sec. 3, Subpar. iv). 
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6. :J: he operational principles state another restric-
tion in Article III, that IFC's investment is not to be on bar-
gain terms. The Corporation is specifically required to take 
into consideration, in fixing the terms and conditions of its 
financing, the risks involved in the enterprise being financed 
and the terms and conditions normally obtained by private in-
vestors for assuming similar risks (Art. III, Sec. 3, Subpar. V). 
7. The Charter positively prevents the IFC, before 
selling its portfolio to the private investors, from sharing 
in any kind 
of capital stock, common or preferred. The Corpora-
tion must not itself exercise any right to subscribe 
to, or to convert any investment into capital stock 
(Art. III, Sec. 2, Subpar. a and B). 
B. The Corporation and its officers must not in-
terfere in the political affairs of any member; nor will they 
be influenced in their decisions by the political character 
of the member or members concerned (Art. III, Sec. 9). 
Revolving Investments 
IFC's policy is to revolve its funds by selling its 
investment to private investors wheneve~ it can ~btain satis-
factory terms. This policy is designed to achieve the Corpora-
tion's purpose and objective to encourage private investment 
and also to provide the Corporation with funds for additbnal 
investment (Art. III, Sec. 3, Subpar. Vi). 
Relation with the Bank 
In tact, the IFC is not a new specialized agency of 
the United Nations; it is an affiliate of the International 
Bank. This relation has been shown in a number of ways: 
1. Each member of the IFC must be a member at the 
same time of the International Bank. 
2. The Board of Directors of the Corporation con-
sists o:r those Executive Directors of the Bank who represent 
at least one country. 
3. The President of the Bank works at the same time 
as a Chairman of the Board of Directors of the Corporation. 
4. The Corporation can take full advantage of the 
services and facilities of the Bank (Art. IV, Sec. ) • It 
can make extensive use o:r the Professional and administrative 
services and personnel of the Bank, especially in the early 
stages of the IFC 1 s operation. The ~reasurer, Secretary, 
General Uo~sel~ Director of Administration and pire~tor of 
- - . 
..., ' . .:~ . .,.-;or.,-,. . / 
Information of the Bank also serve in these c~ac-iti.es--in the 
-~--:-·. ·-
IFC • 104 ;~-- -
~ 
The report of the International B~nk to _:!;he Secretary 
_..,. _, 
":~'-:"_ - :-:; 
General in April 1952, explained clearly the<:i,mportance and the 
•  .:"1• '~_: ,_.. :. 
advantages of this affiliation in a number of riofe~~ 
a. In its report, the Bank expressed its feeling 
that its affiliation with the Corporation would strengthen the 
latter's reputation with member governments and lessen the :rear 
o:r private investors that they might be un:rairly treated. 
104. 59, P• 113. 
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b. The Corporation's a~filiation with the Bank, 
furthermore, would act as a buffer between the investors and 
the contributing member governments. This would tend to les-
sen the apprehensions of private investors about participat-
ing with public funds in equity investment. 
c. Adequate coordination of the operation of the 
Bank and the Corporation would be furthered by close a~filia­
tion of the two institutions. Possible conflicts in operation 
between the two would be avoided by common supervision of po-
licy. 
d. Affiliation with the Bank would lower the budget 
necessary to operate the Corporation. Technical and admini-
strative services, economic, engineering, and legal fac.ilities 
could be shared by the two institutions.105 
Although there is such a close relation with the 
Bank, the Corporation is a legal entity distinct from the Bank, 
and the funds of the institution are entirely separate (Art. 
IV, Sec. 6). 
Organization and Management 
Except for the appointment of the Chairman and the 
President, IFC•s provisions with regard to management are sub-
stantially the same as those in the International Bank's Char-
ter (Bank, Art. V). 
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According to Article IV, Section 1 of the IFC's 
Charter, the structure of the Corporation should be constituted 
of: 
105. 47,P.P· 24-25. 
a. Board of Governors, 
b. Board of Directors, 
c. Chairman, and 
d. President and other such officers and staff. 
Each Governor of the Bank, or his Alternative, who 
must also be a member of th~ Corporation, must ~ officio 
be a governor of the Corporation. the Board of Governors 
selects one of them as a Chairman of the Board of Governors 
(Art. IV1 Sec. 2, Par. b). 11All the power of the Corporation 
should be vested in the Board of Governorsu(same Art., Subpar. 
a). The Board must hold annual meetings in conjunction with 
the annual meetings of the Board of Governors of the Bank 
(Art. IV, Sec. 2, Par. d and e). 
The Board of Directors of the IFC is composed of 
each Executive Director of the International who works as an 
~ officio member. The Board could be delegated any of the 
powers of the Board of Governors except the following: 
a. Admitting new members; 
b. Changing the amount of the capital; 
c. Suspending a member or the operation of the 
Corporation for a time or forever;· 
d. Selling, contributing or distributing any of 
the Corporation's assets; 
e. Making relations with another international 
organization; 
f. Declaring dividends; 
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g. Amending the Charter of the Corporation (Art. IV, 
Sec. 2, par. e). 
The Board of Directors holds a meeting as often as 
the business of the Corporation may require (Art. IV, Sec. 4, 
Par. f). 
The Chairman of the Board of Directors is the 
President of the Bank. He may participate in the meetings of 
the Board of Governors, but should not vote at such a meeting 
(Art. IV, Sec. 5, Par. a). 
The IFC has its own President. He must be appointed 
by the Board of Directors on the recommendation of the Chair-
man. Subject to the policy direction of the Board and the 
Chairman, the President must be responsible for the conduct 
of the Corporation's business(A rt. V, Sec. 5, Par. b). 
IFO's principal office should be in Washington D.o., to-gether 
with the headquarters of the International Bank. 
Status 
The enterprises in which the Corporation invests 
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must not, by reason of that investment, have any particular 
status under domestic laws and regulations. The Charter of the 
IFO did not give it a privilege over foreign exchange regula-
tions on the transfer of earnings and of repayments of prin-
cipal. In this respect, the IFO is in the same position as 
private investors in general. On the other hand, the Charter 
does give the Corporation some immunities and privileges. First 
of all, the Charter prevents the members absolutely from exer-
cising any requisition, confiscation, expropriation,search, 
or any other act which gives rise to the seizure of the 
Corporation's assets (Art. VI, Sec. 4). The second immunity 
is that the property and assets which belong to the Corpora-
tion must be free from restrictions, regulations, controls 
and moratoria of any nature. (Art. VI, Sec. 6) 
The Charter granted significant immunities from 
taxation to the IFC. All its assets, property, income and 
its transactions and operation authorized by this agreement, 
should be exempted from all taxation and from all customs 
duties. 11 The Corporation shoUld also be immune from lia-
bility for the collection or payment of any tax or duty 11 (Art. 
VI, Sec. 9, Par. a). This provision, certainly, will encourage 
foreign investors to a large extent to invest their money in 
participation with the Corporation in these areas. What are 
investors usually looking for when seeking to invest their 
money? The answers are: income, security, and right of re-
patriation. All these incentives are ascertained by the Char-
ter of the IFC. 
Even the officials of the Corporation are immune from 
taxation. The same A rticle, Section 9, Paragraph b, prohibits 
the members from levying any tax on the salaries of the Cor-
poration's Directors, Alternatives, officials, or employees 
who are not local citizens, local subjects, or other local 
nationals. The other prohibi~ion is that the members may not 
levy any tax on any obligation or security issued by the Cor-
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poration or guaranteed·~ it--including any dividends (Art. VIt 
Sec. 9, Par. c and d). 
Unfavorable Comments on the Establishment of the IFC 
Unfavorable reactions toward the proposed creation 
of the Corporation came mainly from business and financial 
concerns, particularly in America.106 The most important 
criticisms of the Corporation were the following: 
1. It is not financially sound practice to use 
public capital for investment in private enterprise •. 
This is a valid p0.int where the public capital 
has shares directly in the equity of the enterprise. In such 
a situation, the government could interfere in management and 
subject the enterprise to its control. But the public capital 
of member governments are not in direct partnership with under-
takings of the Corporation. Nor have member governments any 
share in management or control. The main purpose of bring-
ing supporting capital to these areas is to help them increase 
their rate of capital formation, and in turn to help develop 
their economy and raise their level of living. This is true 
regardless of the.means of support. IFC does not do business 
with public enterprises. 
Even if we admit that public capital is working with 
·the IFC undertakings, we must point out that it is necessary 
for these governments to do so in order to attract private in-
vestors from abroad. The point here is not whether the capital 
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is private or semi-priv~te, but whether the entrepreneurs are 
106. Reported by the Bank to the Economic and Social Council in 
1950 and published in the United Nations Bulletin, June 15, 1953. 
to have the freedom to do business without external control 
and to help develop the country's economy. 
2. A second criticism is that these areas should 
be dependent upon their own resources, rather than on foreign 
capital. A lack of capital is not the cause of economic pro-
blems; more important is the unfavorable financial climate 
prevailing in these areas. Somce financiers believe that the 
existence of the Corporation is likely to weaken the incentive 
to improve this unfavorable climate rather than to strengthen 
it. 
106 
The Bank, in its report, replied that the Corporation 
can improve the investment climate considerably by working 
out solutions in concrete situations. It cannot be denied 
that increased business will lead to increased employment and 
a consequent raising of the national income. Similarly, be-
side the political and social factors already mentioned in 
vhapter 3, one of the main causes of this unfavorable climate 
has been the low national income, which itself has many causes 
(see Chapters 3 and 4). On this basis, there is no reason 
why IFC investment should not help in overcoming these invest-
ment difficulties. Productive investment will reach the target 
of higher national income, whether the resources have come from 
domestic, foreign, or international organizations. 
3. The third point was that the IFC's participation 
in equity is too risky. therefore any failures in its under-
takings will endanger the prestige of its affiliate, the Bank, 
and will finally cause the Bank itself to be involved in con-
flicts of interest. 
The word failure is misleading.. The failure of 
one or a few of the IFC's undertakings in the early stages. 
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or even later on, would not mean a fai~ure of the Corporation 
as a whole. The International Bank will back the Corporation 
in knowledge and experience, and this in itself is.an indirect 
protection against possible failure. Even if the IFC should 
fail to flourish, such failure should not be attributed nec-
essarily to faulty conception or operation of the Corporation. 
There would probably be several reasons, economic or political, 
which would have caused this failure. All financial institu-
tions, including the Bank itself, are exposed to such un~ore­
seen problems. 
Furthermore, the IFC is an entity separate and dis-
tinct from the Bank and i'!'s funds must be kept apart from 
those of the Bank. Accordingly, there is no reason to endanger 
the position of the Bank in the case of IFC's failure, if any. 
According to the policy of the Corporation, it may seek diver-
sified investments rather than putting its funds into a few 
large enterprises. This diveraifieation will help the Cor-
poration avoid acute failure. The loss of some of its under-
takings will be counteracted by the successful ones. 
As to the risky position of the IFC, Mr. Garner 
explained very clearly that business cannot be made riskless. 
ui would emphasize that the private enterprise system is one 
o~ pro~it and loss, ot opportunities and risks, of success 
and ~ailure.ul07 Then he referred to tb.e practibility o~ 
governmental guarantees and told the Board that these forms 
of guarantees, whether against the hazabds o~ war, exprop-
riations or trans~er of funds, have limited value. 11 In the 
long run these may not be the actual risks which materialize. 
The guarantees may have merely theoretical value. 11108 
As I have mentioned in the Introduction, economic 
development was largely carried out by private enterprises 
in the past, especially before World War I. The business 
man is used to taking a chance, to risking his efforts and 
capital to take advantage of an opportunity to build his bus-
iness and make a profit. 
4. The fourth comment against the IFO was that the 
Corporation would not add to the overall amount available for 
investment in under-developed areas. Also, participation in 
an enterprise by the Corporation might frequently be a sub-
stitute for an investment which private partners would other-
wise have made. 
The Bank's answer, in its report, was that the Cor-
poration does not intend to compete with existing or new in-
dependent ~oreign private investment but to pave the way for 
a greater volume of such investment in the future. Then the 
Bank stated that the Corporation would meet a need which is 
not now being met by any existing institution. 
5. The fifth un~avorable comment was that the par-
107. 57, p. 13. 
108. 57, p. 13. 
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ticipation or the IFC with private business in any country 
would put other enterprises at an unfair ~isadvantage. The 
erfect might be to discourage independent private investment 
without participation by the Corporation. 
This is an invalid argument because the Charter of 
the IFC. provides that the Corporation must not enjoy any 
special status by reason or the Corporation's investment. 
Although there are some privileges and immunities stipulated, 
they are conrerred upon the Corporation itself, and not upon 
enterprises rinanced by the Corporation (Art. VI). 
6. The sixth unravorable point was that many coun-
tries have imposed restrictions on the management or private 
enterprises. This might handicap the Corporation in managing 
erficiently the undertakings it rinances • 
. The Corporation, as mentioned previously~09 carries 
on its operation so as to leave in private hands the control 
of the undertakings in which it has a financial interest. 
The Charter provides that the Corporation may not assume the 
responsibility ror managing any enterprise in which it has 
invested (Art. III, Sec. 3, Subpar. iv). In order to miti-
gate the risk of inefficient management, the Corporation 
would have to select ita investment partners very carefully. 
Accordingly, there will not be any conflict between the 
Corporation and any country which has imposed restriction on 
the roreign business management. 
109. See page 97, No. 5.· 
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7. The seventh criticism was the feeling that for-
eign exchange control and repatriation restrictions in many 
countries would defeat the Corporation's purpose. 
This may turn out to be true to some degree. But 
venture capital is essential to the furtherance of economic 
growth. Because the Corporation works as does private business, 
it is of course exposed to many difficulties which it must try 
to discount in advance. Business cannot be carried on without 
risk, and the private enterprise system is one of profit and 
loss, opportunities and failure •. 
8. The eighth point expressed against the IFC was 
that the operations of the Corporation will be on too small 
a scale to have any sign~ficant impact on international in-
vestment)problems. 
In the early stages nobody can expect that the small 
amounts of the Corporation's investment will have a signifi~ 
cant impact on these investment problems. But the Corporation 
in its policy hopes that in the future its investments will 
have this impact. 
I have mentioned previously 110 that the group 
of experts appointed by the Secretary General of the United 
Nations has estimated a total amount of about $14 billions 
per year required to be invested in the under-developed coun-
tries in order to raise the national income by about 2 per oen~ 
annually.111 How can the IFC fund provide this amount alone? 
The problem of capital shortage in those countries cannot be 
110. See page 62. 
111. See Table VI. 
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solved by individual financial institutions. As a matter of 
fact, the operations of the IFC will be on too small a scale 
for them to have a significant impact on the problems of in-
ternational investment. But if its activities coincide with 
those of other private investors, their impact will be really 
significant. Not to be forgetten is the function of the Cor-
poration as a clearing house to bring together investment op-
portunities and domestic and foreign private capital which 
will help increase the amount of investment in those areas. 
9. The ninth objection was that the desire to make 
a profit should not be the paramount consideration of the Cor-
poration. 
Mr. Garner replied that the IFC could stimulate pri-
vate enterprise only if it could show investors that their 
money was invested successfully and was earning a profit. 
10. The tenth comment was that the Corporation 
stipulates high rates of interest on its loans, and this in 
turn will discourage many entrepreneurs to apply for its par-
ticipation or for money loans. 
The answer was given by Mr. Garner. He commented 
on this criticism, saying that the Corporation, after some 
years, must show a record respected by the financial and busi-
ness communities. Then he remarked that the criticisms were 
usually presented by certain agencies of individual governments. 
fhese agencies do not ~preciate the expectations which private 
lll 
capital has when it goes into the type of business being done 
by the IFC. And the Corporation was created to deal with pri-
112 
vate business, not with governmental agencies. 
112. 68, p. a. 
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VII. IFC's INVESTMENTS: 1956 - NOVQ l959ll3 
Members and Capital 
On March 15, 1959, three years after the founding 
of the IFO• 57 ~ountries were members, with a total subscrip-
tion of $93,664,000 (see Table VIII). As of November 1959, 
subscriptions totalled $95,398,000, including the $1,662,000 
subscription of Argentina, approved by the Board of Governors 
on March 10, 1959. In addition to the founding members, 
Afghanistan, Ghana, Ireland, Libya, and Malaya have been ad-
mitted to membership with subscriptions totalling $941,000. 
An amount of $6,862,000 owed by ~ina, Uruguay, and Yugo-
slavia has bot yet been paid. ~he United Arab Republic has 
asserted its succession to the membership of Egypt and Syria 
and requested cancellation of the $72,000 owed by the latter 
to the Corporation and the addition of that amount to the 
subscription of the new Republic. '.i.'he total subscription 
has been paid in full this year. 
Distribution of IFC's 6ommitments 
Thus far the IFC has made a total of 28 commitments 
for investment in 13 countries, amounting to $25,012,000. In 
addition, negotiations on a number of projects, some in coun-
tries in which it has not yet invested,are nearing completion, 
according to the last report. 
Of the 28 commitments of the IFC, 20 of them have 
been made in Latin America. The distribution of these commit-
113. 69, Nos. 1-36. For more detail see Appendix A. 
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TABLE :. IX 
TOTAL INVES'IM:ENT. IN LATm iiMERICA. SEPTEMBER, 1959 
1. Brazil 
1. Siemens do Brasil Companhia 
2 ~ Olinkraft 
3. D.L.R. Plastic do Brasil 
4. Willys-Ove;r1and do Brasil 
5. Compa.nhia Mineira de Cim.ento Portl.a.rid 
6. Champion Ce1ulose 
. 2. Chile 
1.· Empresa Minera de Mant.os ID.ancos 
2. " " • " " 3. Campania Molinos Y Fideos Caroz~ · 
4. Cementos Bio - Bio 
.3. Guatemala . . 
1. Industria Harinera Guatemal teca 
4. Co1ombia 
1. Laminas del Caribe 
2. Fabrica. de Ga.Uetas · Y Confites Noe]. .• 
5. El.Sal vador . 
1. Industria a Textile 
6. Peru 
1. Fetilizantes Sinteticos 
· 2. Luren and Ladrillos CaJ.careos 
3. Industria Beunidas · · 
7. Mexico 
1. Engranes Y Prod.uatos Industriales 
2. Bristol de Mexico 
8. Venezuela . 
1. Refractarios General-Vikora de Venezuela 
;Ja.,OOO;OOO 
957,000 
450j000 
2j450,000 
1,200,000 
2 1000 1000 
-Total 
2,200,000 
900,000 
1,500j000 
1 1000 1000 
Total 
200 1000 
Total 
·500jOOO 
1 1000 2000 
Total· 
1~o.ooo 
Total 
1,400,000 
. 280,000 
2201000 
Total 
6oo,ooo 
220 1000 
. Total 
112201000 
Total· 
· Total Investment 
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8,057,000 
5,600,000 
. 200,000 
1,500,000 
140,000 
1,930,000 
1,120,000 
1,250,000 
19,797,000 
ments is: 6 in Brazil, 4 in Chile, 1 in Guatemala, 2 in Col-
ombia, 1 in E1 Salvador, 3 in Peru, 2 in Mexico, and 1 in 
Venezuela (see Table IX). The total amount invested in this 
continent is $19,797,000, or about 80% of the total commit-
ment of the IFC. The remainder has been distributed among 
eight projects, two in Australia and six in Asia. As we have 
seen, Asia is economically less developed than Latin America, 
yet with 50% of the world's population it has only about 17% 
of IFC 1s total investments (see Chart 1). On the other hand, 
Australia has received three per cent of IFC's total commit-
ments in spite of the fact that she is not considered an 
under-developed country and no capital shortage is believed 
to exist there. No commitments at all have been made in 
Africa, the continent which suffers most severely from a 
shortage of capital and the need for foreign investment. 
One hesitates to accuse the officials of the IFC 
of partiality, but it is clear that the capital share of the 
United States has been transferred to Latin America via the 
IFC instead of being paid to that continent directly. Accord-
ing to the Charter, the IFC is not connected with nor subject 
to any political power, but the evidence just given makes it 
difficult to believe that this provision of the Charter is 
being strictly adhered to. 
11~ 
In addition to unequal distribution among the con-
tinents of IFC funds, there is also evidence of unfair dis-
tribution to countries within the continents themselves. Brazil 
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TABLE : X 
TOTAL INVF.S'IMENT IN AUSTRALIA AND ASIA. SEPTEMBER, J.959 
Australia: 
l~ Duncan• s Holdings Limited 
2. :Bu.bbert.ex Proprietary Limited · 
Total investment in Australia 
Asia: 
Pakistan 
J.. Steel Corporation o! Pakistan · 
2. Adma.jee Industries, Ltd. 
India 
l. Republic Forge Company, Ltd. 
2. Kirloskar Oil Ehgines, Ltd. 
Iran 
-l~ Sher.kate Sahami K.ahk:a.shan 
Thailand 
Total 
TotaJ. 
Total 
J..·· Concrete Products and Aggregate 
Total 
Total investment in Asia 
$ 660;000 
225,000 
630,000 
750,000 
l,500,000 
850,000 
300,000 
300,000 
885,000 
J.,JSO,ooo. 
2,350,000 
300,000 
ll7 
and Chile have received about three-fourths of the total Latin 
American investments, in spite of the fact that both are more 
highly developed economically than other Latin American 
countries (see Table X). 
The IFC, since its foundations, has waited for 
applications from investors, but has never set up a plan to 
contact systematically the entrepreneurs or business men in 
under-developed areas to encourage and convince them to ex-
. pand their industrial plants or to create new enterprises. 
Foreign Parents 
Of the 28 commitments financed by the IFC, ten 
of the beneficiaries are affiliates of, or are associated 
with, American and European parents. Of the six Brazilian 
undertakings, three were with affiliates of American cor-
po~ations and one of a West German corporation. There is 
one undertaking in uhile owned by a majority of American and 
Canadian stockholders. Another is owned by a Panamanian cor-
poration which in turn has its majority stockholders in the 
United States and Europe. Of the two Mexican investments, 
one has been made in an enterprise owned by a majority of 
American stockholders and the other in a plant owned by a 
Canadian corporation, an affiliate of an English corporation. 
The only Venezuelan undertaking financed by the IFC is owned 
by an American parent. One of the two Peruvian undertakings 
was controlled by an Italian corporation (see Table XI). 
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::f T.IUlLE : XI 
PARENTS AND FOREIGN STOCKHOLDERS OF THE UNDERT&O:NGS FINANCED BY THE !FC 
Undertald.ngs 
l. Siemens de Brasil 
· 2. Ol:inkraft, Brazil 
3. Wllly~OVerland, Brazil 
4. Champion Celulose, Brazil 
Foreign Investors 
Siemens of West Gennany 
Olinkra:rt Mathieson Chemical Corp. U.S 
IFC's Funds 
$1., 000, DOD 
957,000 
Willys Motors Inc., Toledo, Ohio. (minority) • 2, 450, DOD 
Champion Paper and Fiber Co., Hamilton,; Ohio 2;ooo,ooo 
5. Engranes Y Productos, Mexico ( There· are American. stockholders ) 600,000 
. 6. Bristol de Mexi.c o 
7 .Empresa Minera de Ma.ritos 
Blancos, Chile 
· s. Cementos Bio--Bio, Chile 
Bristol Aeropl.a.ne Co• ( Canadian Affiliate . . . 
of Bristol, England) . . 520 ,DOD · . 
Empressas Sudamericans Consolidadas, Panaaia. 
(VU.th a great number of stockholders in u.s 
and Europe) 3,100,000 
( Majority !rom Koppers Co., Pitts'burgh and 
TransoceSnic, Canada). l,ooo,ooo 
. 9. Refractories General-Vikora, General Refractories of Philadelphia, U.s. 
Venezuela. 
10. Fertiliza.ntes Sinteticos, Peru. Montecantini, Italy. (majority) 
Total 
1,250,000 
1,400,000 
14,277,000 
Foreign Funds 
$6,500,000 
2,200,000 
6,500,000 
912,000 
6,400,000. 
2,400,000 
2,100,000 
5,500 2000 
32,512,000 
The total investment of the IFC in these associated 
and affiliat.ed undertakings has been $14,277,000 to date. In 
accordance with Article I, Subparagraph i, the Corporation 
should assist in financing projects in member countries in 
cases where sufficient private capital is not available on 
reasonable terms. Presumably these parents would be able to 
undertake financing of their associates or affiliates inter-
nally or by means of other financing institutions. They are 
well~known in the business world and stand in a good financial 
position. 
Local and Foreign Associations 
Since international capital markets have been 
expanded considerably in recent years, as mentioned in previous 
ohapters~l4 it has been proved that reputable firms oan raise 
substantial funds by the public sale of securities to local 
investors. This is being done by several companies in which 
the IFC has invested, for example in Brazil, Chile, Australia 
and Pakistan (see Table XII). Foreign financial institutions 
have expanded their activities during the last three years 
since the Corporation was established and entered the business 
field. Seven such institutions have participated with the IFC 
in financing enterprises in various areas, investing a total 
of $9,250,000 to the IFC's #7,550,000 (see Table XIII). It is 
significant that all of these 1ustitutions are American. No 
other financial houses, whether in Europe or Canada, have so 
114. See page 13 and Table III. 
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TABLE ; XII 
TOTAL COST OF THE UNDERTAKINGS AND' LOOAL INVES~i' 
Undertakings Total Cost IFC's Local 
Funis'· Funds 
l. Si!31llens, Brazil old $ 8,500;000 $1,000;000 
2. Olinkraft, Brazil II 4,400,000 957;000 $1.,000,000 
3. D.L.R., Brazil. II 450;000 450·000 
' . 4. Willys....Overland, Brazil II 22,000,000 2,450,;000 6,5oo,ooo 
5 • Mineira de Cimen to, Brazil tl .1.,200,000 1,200;000 
6. Celulose, Brazil 11 20,000,000 2,000_,000 
7. Empresa, Chile new 12,800,000 2,200,00Q 8,600,000 
8. II II 900,000 
9. Carozzi, Chile old 2,600,000 1,500,000 
10. Bio-Bio, Chile new 5,ooo,ooo 1,000,000 1,ooo,ooo 
11~ Hari.nera, Guatemala old 1,ooo,ooo 200,000 
12. Lamina,· Colombia II 625;000 500-,;000 
13. Noel, " If 2,400;000 1,000;000 14. Textile, El Salvador II 140,000 140,000 
15. Fertilizantes, Peru new 12,800,000 1,400;000 
16. Luren, Peru old 280;000 280,000 
17. Reunidas, Peru II 540,000 250,000 
18. Engranes, Mexico II 600;000 600,000 
19. Bristol, .Mexi:co If 1,432,000 520,000 
20. Vikora, Venezuela new 3,400,000 1,250,000 
21. Duncan • s Australia· old 660,000 660;000 
22. .Ru.bbert.ex, Australia u. 745,000 225,000 520;000 
23. Steel Corp.,· Pald.stan new .3,390,000 630;000 2,760,000 
24. Adam.jee, If old. 750,000 750;,000 
25. Forge, India new 1,5oo,ooo 1,500,000 
26. Kirloskar, India old 4,300,000 850;000 
27. Kahkashan, · Iran II 825,000 300,000 
28. Concrete, Thailand II 730,000 300,000 
·Total 113,067 ,ooo 25,012,000 20,380,000 
Cf\ 
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r-i TABLE : · XIII 
THE PRIVATE INVESTORS WHO HAVE ASSOCIATED WITH THE IFC. SEPTEMBER, 1959 
Country Name o£ the 
underta.ld.ng 
Chile Empresa Minera de 
Mantas Blancos 
Brazil-· Wi1lys-Over1and 
Brazil Champion Celulose 
Total 
IFC• s Name of the private J~mount of private 
participation investment .=in:::v~e-.:s::;.:t=-:o;:::r-=s;...... ___ _ 
$.3,100,000 l. American Overseas Finance 
Company o£ New York $2,ooo,ooo 
2. The Bank o£ Am.erica.(Inter-
nationa1) New York 2,200,000 
3. J. Henry Schroder Ba.nld.ng _ 
- _ Corporation,. New York · 600 ,ooo 
4. Chemical .International Finance Ltd. 1,200,000 
2,450,000 1. American OVerseas Finance Co. 
2. Chase International·· Investment . 
Corporation · ( both ) 1,050,000 
2,000,000 1. De1tec Corporation 
7,550,000 
2. Chemical International 
Finance, Ltd. 
,3. Bankers International Corp. 
1,250,000 
750,000 
200,000 
.9,250,000 
far expressed interest in participating with the Corporation. 
On the other hand, the parents of some of these 
enterprises and many foreign stockholders have provided sub-
stantial amounts to take part in financing with the IFC. In 
addition to the amount of $9,250,000 proVided by Americ@.n 
bankers, funds totalling $57,5~~,000 have been provided by 
the parents and stockholders themselves (see Table XIV). 
The largest amount, $7,500,000, was provided by 
Siemens of West Germany to its affiliate Siemens in Brazil 
together with $1,000,000 from IFC to undertake a project 
costing$8,500,000. A smaller amount of $912,000 was provided 
by Bristol of Canada to its affiliate Bristol of Mexico, with 
a total of $520,000 from IFC to complete a project costing 
$1,432,000. 
It should not be forgotten that many of the funds 
made available by enterprises to their affiliates were gen-
erated by the local operation of the enterprises themselves. 
The question raised here is, did these parents increase their 
equities in their affiliate just because of the participation 
of the IFC? There are just three new enterprises financed 
by the IFC which have a connection with foreign parents and 
foreign stockholders. Two of these are in Chile, a third in 
.. 
Peru. ~he total cost of these projects was #30,600,000, of 
which $14,300,000 was provided by the parents and $5,500,000 
by the IFC (see Table XIV). Here the IFC was not wholly re-
sponsible for the creation of the new plants, but had an im-
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TABLE : XIV 
AFFILIATES AND THE.PARBNTS ASSOCIATia~ WITH 
THE IFC. SEPTEMBER, . 1959 
Name of IFC 1s Parent's Parent's 
affiliates funds funds location 
1. Siemens 1 Brazil ·:J,.,ooo,oo'o $7,500,000 West Germany 
· 2. Olinkraft, BrazU 957 ,ooo .· 2,200,000 u.s.A. 
. 3. Vrillys-Overland, Brazil 2,45o;ooo '6,500,000 u.s.A. 
4• Bio-Bio, Chile ·1,000,000 3,000,000 u.s.A. and 
Canada 
5. FertUizantes, Peru 1,400,000 5,500,000 Italy 
6. Bristol, Mexico 520,000 912,000 Canada 
7. Vikora, Venezuel.a 1,250,000 2,100,000 u.s.A. 
Total 27,712,000 8,577,000 
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Total Cost 
$8,500,000 
4,400,000 
22,000,000 
s,ooo,ooo 
12,800,000 
1,432,000 
3,400,000 
57,532,000 
portant role in encouraging the other investors to undertake 
new ventures. The other investments made by parents in af-
filiated enterprises were made in plants already established. 
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It appears that the main incentive for the expansion of affiliates 
and associated undertakings is the demand for their products 
and the need for keeping pact with the economic trends of 
the countries in which they have invested their money. Never-
theless we cannot deny that the participation of the IFC was 
an incentive to these investors to make more funds available 
:for expansion. 
Some of the parents and stockholders mentioned above 
are well-known companies, such as Willys-Overland, Koppers Co., 
General Refractories in the United States and Siemens in West 
Germany. If other companies follow the same line we will have 
a gradual increase in the international capital outflow :from 
the highly developed areas to the less developed areas, pro-
vided that the movement of capital is facilitated and not hin-
dered. 
Local Impact 
If it were thought that the amount of money invested 
by these :foreign parents and stockholders was not enough to 
affect the development of the economies of these countriest 
we would say, confidently, let us start from the beginning. 
In addition to the three new affiliated enterprises 
established, other new local enterprises have started. All 
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six are vital industries. Two of them in Chile are engaged 
in Mining and cement production; one in Peru produces chemi-
cal materials; one in Venezuela produces construction materials. 
IFC has provided $8,880,000 out of a total cost of 
$38,090,000 to these six projects and foreign financial ban-
kers have provided $9,250,000. Local investors were able to 
provide $12,360,000 for these new projects (see Table XV). 
The impact of the IFC's funds on the Latin American 
economies is small compared to the total investment in those 
countries. The total local investment, for example, in Bra• 
zil in 1957 was equivalent to about $2 billions~15 and the 
$8,057,000 invested by the Corporation (see Table IX) is 
but a small percentage of this total. The case in Chile is 
similar. Its investment totalled in 1957 an equivalent of 
$1.5 billion;116 meanwhile IFC's funds invested in this 
country amounted to $5,600,000 (see Table IX). In conclusion, 
the Corporation neglected the measurement of the impact of 
its funds on the economy of the countries in which it has 
commitments. It gave priority to the Latin American countries 
which have less need for Corporation funds than many countries 
in Asia and Africa. 
Types of Industries 
The IFC has invested in many different kinds of in-
dustries. The largest amount, #3,100,000~,~ was invested in 
115. 
37.06 
116. 
20.60 
60, ~~ 133. The rate of exchange in Brazil ranges from 
to 90.50 cruzeiro per u.s. dollar. 
60, p. 204. The rate of exchange in Chile ranges from 
cents per peso to 773 pesos per u.s. dollar. 
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TABLE: XV 
CCW.UTMENTS \F THE IFC lli NEW PROJECTS. SEPTEMBER, 1959 
Country; Industry IFC •s · funds Local fUnds Total cost 
l. Chile Mining $3,100,000 $8 600 000 
" . .t 
$:1.2,8001 000 
2. Chile Cement 1,ooo,ooo ·1,ooo,ooo 5,000,000 
3. Peru Chemical 1,400,000 . 12,000;,000 
. 4. Venezuela. Construction 1,250,000 3,400,000 
5. Pald.stan Steel 630,000. 2,760,000 3,390,000 
6. India II 1,500,000 1,500,000 
Total s,sso,ooo 12,360,000 381090,000 
the copper mining industry in Chile (see Table~). The cop-
per produced will be exported to the United States and Europe, 
because there is not enough industry in Chile to absorb all 
the copper produced. This export trade will help improve 
Chile's balance of payments by increasing her foreign exchange 
earnings .. 
The smallest amount, $225,000, was invested in 
Australia's rubber industry. Regardless of the general criti-
cism of investment in this area, the rubber industry in Aus-
tralia is one of the main industries because of its close 
relation with rubber plantations in the tropical areas not 
far from Australia. 
An amount of $2,700,000 has been invested in food 
industries such as candy, flour, macaroni, and so forth in 
Guatemala, Chile, and Colombia. The first reason is that 
these industries are subject to climatic conditions, which 
means that there is no assurance of regular profits to the 
industry. Secondly, candy manufacture seems to be rather 
unimportant to the basic development which the IFC's Charter 
intends to encourage. Furthermore, two of these enterprises 
engaged in the production of foodstuffs were allowed to bor-
row at 5 per cent and 6 per cent respectively, the lowest fixed 
interest rates on the Corporation's notes, while the average 
rate of interest has been 7 per cent. Presumably this rate 
should be raised insofar as the risk seems greater in such 
industries than in the more basic industries. 
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TABLE : XVI 
DISTRIBUTICN OF THE IFO • s FUND (N INDUSTRIES. SEPT., 1959 
Country 
Mining 
Timber 
Electric· 
Mechanical parts 
·.Paper and pulp 
Plastic and appliances 
.· Construction .nia.terials 
Chemical 
Textile 
Food 
Cement 
Steel and forge 
Oars engines 
Rubber· 
Location 
Chile 
. Australia 
Bra2dl 
. Mexico · 
Brazil 
Iran, Colombia, Venezuela. 
and.Peru ·· 
·.· .. P~ru 
. :. Pakistan ·and El Salvador 
. _Guateiziala, .Chile and 
Colombia· 
··Brazil, Thailand· and. Chile·: 
· Paki~tan and India 
. . 
BraZil. and India .. 
··.Australia · 
Total 
Amount 
$ 3,100,000 
660,000 
1,000,000 
1,120,000 
2,957,000 
700,000 
2,330,000 
1,400,000 
890~000· 
2,7ob,ooo 
2,500;000 . 
2,130,000 
.3:,300,000 
225,000_· 
25,012,000 
13l 
The IFC gave encouragement to a very basic industry 
in India and Pakistan, the steel and forge industry, with the 
amount of $2,130,000. Although Asia has received less attention 
from the IFC than have other areas, encouraging such an industry 
should pave the way for more requests for participation in the 
future. 
Rate of Interest and Terms 
All the commitments of the IFC were made in notes 
with an option to convert to shares at par value, except one, 
Kahkashan in Iran. These notes bear fised interest: of the 
28 commitments, 20 provide for 7 per cent interest, 6 for ~ 
per cent, one for 6t per cent and one for 5 per cent (see 
Table XVII). In general, the rate of interest is higher 
than the going rate on the private national markets. The 
fixed interest securities in 'the United States yield between 
3 and 5 per cent per year. Mr. Garner justified this and 
said,"I doubt that our financial results from cheap loans 
would inspire the confidence necessary if we are to attract 
additional funds in the future.nll7 At the same time, Mr. 
Garner considered the interest on IFCts notes not much higher 
than that charged in private business. He said that the com-
parison is often made with interest rates set by certain gov-
ernmental agencies. 
The Corporation receives payments in addition to 
this fixed interest. With 20 of the Corporation's investments 
117. 57, p. 7. 
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TABLE ; XVII 
.TE!i1 OF THE IFG 1S INV.if.ST.MENT. SEPT., 1959 ·. 
Nallle of undertald.AAs Maturity ~ Repa.vment .:::.T.=er.~ms=-......; _____________ ......; __ __,_ 
Braz.U: 
l. Siemens 
2. Olinkraft 
,3. liillys-Overland 
4. D.L.R. . 
5. Mineira 
6. Gelulose 
Chile: 
1968 
1970 
1966 
1968 
1969 . 
1969 
6. ·dollar 
7 II 
7 11 
7 ,fl 
7 If 
7 '.1 
Option on shares ( no participation in profits ) 
II II II II II 
" 
II 
II II If ; Participation in profits 
II II II • II II II 
' II II II •
' 
II If II 
II II II ; additional payments contingent on profits 
. . ' . 
7. Empresa 1968 7 " .· Option to bey $1.,1001000 o£ common stocks par value; add-
.·. . · . · . · · ·. · · · . · i tional payments contingent on profits· 
8. " ( second investment iri the company with the ~ame terms ) . . ·· . . . 
9. · Carozzi · . 1970 6 dollar . Opi:,ion ·on shares; additional payments contingent on profits 
10. BiO-Bio · 1970 . 7 " The s~ as above. . · · · 
GuatemaJ.a: 
ll. Har,i.nera i966 5 II Option' on .37~%.of the total value of the notes; additional 
payments contingent on profits 
Colombia: 
12~ Laminas 1967 7 
"· 
Option on shares; additional payments contingent on profits 
1.3• Noel 1969 6 II The same as above · 
El. Salvador: 
14. Textile 1969 7 II The same as above 
Peru: 
~Fertilizantes (l~ 1969 7 II Half o£ the amount as the above 
(2 1974 
-
The 'Second half is in income bonds ( the same term. 
but no fiXed interest; interest ii' any ) . •· · 
16. Luren and Lad;t'illosl 969 7 If Option on shares; additionaJ.. peyments contingent on profits 
17. Reunidas · 1966 6 II The same as the above 
('t\ 
('t\ 
r-f 
Mexico : 
18. Engranes 
19. Bristol 
·Venezuela: 
20. Vikora 
Australia: 
21. Duncan's 
22. Rubbertex 
Pa.ldstan: 
23~ ·steel Corp. 
24. Adamjee 
India.: 
25. Forge Co. 
26. Kirloskar 
Iran :· 
27. Kahkashan 
Thailand: 
28. Concrete 
1967 7 
1967 7 
"1967 7 
1967 7 
1970 6 
1968 7 
. 1968 7 
1971. 7 
1970 6~ 
1968 7 
1969 6 
50% in dollar Option on 40% of the total value of the notes; 
and 50% in peso additional payments contingent on profits• 
Same Option on 50% of the total value of the notes; 
additional payments contingent on profits. 
tiollar Participation in profits; option on shares. 
II Option to by 6oo;ooo shares ( ten shillings ); 
full conversion of total value of the notes; 
additional payments contingent on profits. 
II Option on shares; additional payments contingent 
on profits. 
II The same as above. 
Jl Option on shares ( no additional payments ) 
II Option on shares; additional payments contingent 
on profits •. 
II The same as above. 
If Additional payments contingent on profits; 
( no option on shares ) 
II' Option on shares; additional payment contingent. 
on profits. 
the enterprise has contracted to pay additional amounts con-
tingent on profits. Three enterprises pay only the fixed 
interest. One undertaking contracted to make income bonds 
at half the IFC 1s investment, and for the other half to pay 
fixed interest and additional payments according to profits. 
Both are convertable to shares. The other four undertakings 
have contracted to let the IFC participate in profits. Three 
of these, in Brazil, in accordance with the law in that coun-
try, have agreed to pay "partes Beneficiarias", a kind of 
security peculiar to Brazilian corporation law, shich in this 
case entitles the holder to 10 per cent of the annual profit 
of the company. The fourth is in Venezuela, which gives a 
similar privilege.ll8 
With most of the IFC's investments it receives op-
tion on shares having par value equivalent to the face amount 
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of the notes at the rate of exchange current at the time of 
contracting. One of the Chilean companies has given the 
Corporation the option to buy common stock worth only $1,100,000 
out of the total amount of the investment, $3,100,000. An-
other Guatemalan firm agreed to give an option on 37i per cent 
of the total value of the notes. Two Mexican undertakings 
have given options on 50 per cent and 40 per cent of the par 
value of their notes. 
All IFC 1 s investments except for two commitments are 
repayable in u.s. dollars. Engranes and Bristol in Mexico 
will repay half of their principal in Mexican pesos. IFC's 
118. 58, No. 20. 
management saw no fear of possible depreciation of Mexican 
currency in the future. 
The maturity of the IFC's notes ranges from 7 to 
15 years. The longest term is that of the income bonds of 
Fertilizantes in Peru, which will mature in 1974. The notes 
of Willys-Overland in Brazil have the shortest term and will 
mature in 1965. In addition to the newly established projects, 
most of the undertakings have used the funds of the Corpora-
tion in association with other foreign funds to expand and 
improve prod~ction. In fact, all these projects need a 
period of not less than ten years to accumulate reserves 
for amortizing their notes. The term of IFC's notes is gen-
erally reasonable and it is in line with the terms of notes 
in current private business. 
All additional payments cpntingent on profits are 
paid in local currency. It is necessary to admit this pro-
vision because most countries of the world are still suffer-
ing from the dollar shortage. ~he Corporation cannot achieve 
its main objective in those countries if it insists on their 
paying profits in United States dollars. 
IFO's Income 
IFC published simple income statements in the last 
two years. Because the IFC did not collect on its notes, the 
income from operations was insignificant in the second year, 
namely #93,311. In the third year, IFC had a higher income 
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from its operation, namely $433,645. Both figures are very 
small relative to its income from United States Government 
obligations. It is clear from the data below that the fund 
of the Corporation had been reduced by an amount of 
$10,417,,000 for financing its commitments and this is the 
reason why the income from the United States Government obli-
gations was less in the third year than the second year. 
Funds available to the IFC have been invested in United 
States securities with maturities up to five years. 
Administrative expenses were not higher relative 
to its income, because of its affiliation with the Inter-
national Bank. The net income of the two years was undis-
tributed and allocated against probably losses in the future. 
1957-58 1958-59 
Income from u.s. Government 
' obligations ••••••• $3,414,410 $2,679,431 
Income from operational 
investment ••.••••• 93,311 473,645 
Total income •.•••• 3,507,721 3,153,076 
Less administrative expenses 1,149,445 1,413,319 
Net income •••••••• 2,358,276 1,739,757119 
Because the notes of the IFC have not yet matured, 
its balance sheet and income statement do not reflect its 
potential financial position. 
119. 42, p. 25. 
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SUMMARY 
In the past, especially before World War I, econ-
omic development was largely carried out by private enter-
prises. Today, fear of loss has reduced this trend except 
for direct investment in certain industries. This fear in 
part reflects political and economic insecurity; unstable 
currencies; exchange difficulti}fes hampering the transfer 
of earnings or principal repayments to the creditor's coun-
tries; double taxation of earnings; and many other problems 
which cause hindrances in the way of international private 
capital. 
The reason why the IFC established was that there 
is not enough money to be borrowed to finance local enter-
prises in the under-developed countries, and the existing 
international organizations deal only with governments. 
These organizat~ons are: 
1. The International Monetary Fund: Its purpose 
is to aid countries in overcoming temporary disequi+ibrium 
in their balance of payments. The Fund's resources may not 
be used to meet a large sustained capital outflow. 
2. The International Bank: Its purpose is to 
finance reconstruction of war-destroyed industry and to spur 
economic development and to increase productivity and living 
levels in underdeveloped countries. As a matter of fact, most 
of its funds have gone to finance government public works pro-
jects. Also, the Bank does not undertake equity financing. 
l.3'6a 
.. . ~ .... 
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Consequently, and after six years of discussion 
and argument, the IFC was established to achieve three purposes: 
a. To invest in private enterprises in partnership 
with private investors--without government guarantees. 
b. As suitable opportunities for productive invest-
ment come to its attention, to seek to recruit capital from 
private sources and, if necessary, to find experienced manage-
ment. 
c. In general, to seek to stimulate, and to help 
create conditions which will stimulate, the flow of both dom-
estic and international private investment into productive 
enterprises in IFC's member countries. 
Membership in the Bank is a precondition to mem-
bership in the IFC. The initial authorized capital of the 
Corporation is 100 million dollars divided into 10,000 shares 
having a par value of $1,ooo. The Corporation has authority 
to borrow funds and in that connection to issue its own 
securities. 
The Corporation has authority to invest in any 
kind of productive private enterprise, including agriculture, 
financial, and commercial undertakings, but its main emphasis 
is likely to be on industry, either the expansion of existing 
plants or the creation of new ones. In addition to its fin-
ancing operation, IFC serves as a clearing house to bring 
together investment opportunities, private capital, and ex-
perienced management. 
Three years a~ter the ~ounding o~ the IFC, 58 coun-
tries were members, with total subscription of $95,398,000. 
Thus ~ar it has made 28 commitments for investment in 13 
countries, a total of $25,012,000. 0~ these 28, 20 o~ them 
have been in Latin America: 6 in Brazil, 4 in Chile, 1 in 
Guatemala, 2 in Colombia, 1 in El Salvador, 3 in Peru, 2 in 
Mexico, and 1 in Venezuela. Or, 80% in Latin America, 17% in 
Asia and 3% in Australia; but nothing in Africa. 
Of the 28 commitments, ten of the beneficiaries are 
affiliates of, or associated with, American and European par-
ents. Some of these parents are well-known and stand in good 
financial position. 
i36c 
All the commitments.of the IFC, except one, were 
made in notes with an option to convert to shares at par value. 
Most of them give 7% interest per annum. The Corporation 
receives payments in addition to t~is fixed interest contingent 
on profits. All the investment, except ~or two, are repayable 
in u.~. dollars. The maturity of these notesrranges from 7 
to 15 years. 
The Corporation is still in its early stage of fin-
/ ' 
ancial business. I hope it will generate an increased ~low 
or private capital not merely by providing financial support 
but also by giving additional confidence to the firms that are 
interested in investing abroad but are deterred by lack of 
knowledge and experience. 
APPENDIX A120 
1. On June 20, 1957 the IFC invested $2 million 
in Siemen do Brasil Companhia de Electricidade, a subsidiary 
o~ Siemens o~ Western Germ~y. The Corporation's investment 
is being used to expand the ~acilities or Siemens do Brasil 
~or tne.manu~acture o~ electric generating equipment, switch-
gear, trans~ormers, large motors and accessories tor utility 
and industrial applica~ion and telephone equipment. No other 
such integrated plant producing a wide range o~ heavy elec-
trical machinery.exists in-Brazil. Disbursement o~ the IFC 
investment will be in installments as required, with Siemens 
paying a customary commitment fee on the undisbursed portion 
o~ the $2 milli~n eGmmitment. Tne investment is in notes 
bearing interest at 6 per cent, maturing in 15 years, with 
amortization beginning at the end o~ the 11th year. F~~t~er­
more, the Corporation will, according to the contract, receive 
a 15-year option on shares equivalent to the complete conver-
sion o~ its notes baaed on the stock at par and the cruzeiro 
at its present u.s. dollar value. 
S*emens do Bra~il was formed in 1905 in Rio de J~n­
ej.ro.as a s~les outlet ~or the German company. It began to 
manufacture transformers, switch~gear and telephone apparatus 
::r several years ago at a plant in Sao Paola. he total invest-
ment came to somewhat over $16 million, including an amount 
~or expansion. 
120. 58, Nos. 1-36. 
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2. The Corporation agreed on August 13, 1957 to 
invest the equivalent of $6,000,000 in Engranes Y Productos 
Industriales S.A. in Mexico, a company owned by Mexican and 
American stockholders. The company is expanding its plant 
with the inclusion of machine tooling for the manufacture of 
automotive and other mechanical parts, a forge shopri' and a.n 
electric steel furnace. This expansion has created the first 
production in Mexico of automotive differential gears and 
universal joints, hydraulic jacks and rock-drill parts. 
IFCrs investment was made in notes, half in dollars 
and half in pesos. Both bear interest at 7 per cent per year, 
plus contingent interest related to the company's future earn-
ings. these notes will mature finally in 10 years, with amor-
tization beginning during the fourth year. Furthermore, the 
Corporation receives a lO-year option on shares equivalent to 
the conversion of 40 per cent of the total IFC investment. 
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3. The IFC made an agreement on September 11, 1957 
to invest the equivalent of $520,000 in Bristol de Mexico, S.A., 
to be paid half in dollars and half in pesos. This company is 
owned by Bristol Aeroplane Company of Canada and a minority of 
domestic investors. Bristol of Canada is a subsidiary of the 
Bristol Aeroplane Company Limited of England. 
The money invested by the Corporation, together 
with an amount equivalent to $912,000 put up by Bristol de 
Mexico, is being used to build an overhaula dnd repair shop 
""' adjoining the Mexico City Airport. This is the first plant 
in Mexico pully equipped to overhaul and test engines used in 
DC-3 DC-4, DC-6 and Convair aircrart, the types most commonly 
used in Mexico. 
The IFC 1 s investment has been in notes bearing an 
interest of 7 per cent per year and denominated half in dollars 
and half in Mexican pesos. The redemption is to be paid in 13 
semi-annual installments starting October 1, 1960. The Cor-
poration also receives a nine-year option on shares equivalent 
to 50 per cent of its total investment. The Corporation will 
receive additional contingent interest payments dependent on 
the amount of earnings. 
4. The Corporation made an agreement on September 
16, 1957 to invest $2.2 million in Empress Minera de Mantos 
Blancos, B.A. in Chile, a firm controlled by Empresas Sud-
Americanas Consolidadas, S.A. in Panama. 
The IFC's capital, with an amount equivalent to 
~12.8 million has been used to develop a copper mine and 
smelter. The existence of ore deposits was known but new 
methods for treating the ore and an adequate and reliable 
source of water were necessary for developing the mine. 
The Corporation's investment was made in debentures 
with 7 per cent interest, amortization to be completed in 1968. 
The Corporation also receives option rights to purchase at 
par $1.1 million of common stock. IFC may receive additional 
payments dependent on the amount of dividends. 
5. On September li, 1957 the Corporation made an 
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agreement to invest $660,000 in Duncan's Holding Limited in 
Australia. This investment will help the firm to modernize 
some of the mills owned by its subsidiaries and to expand its 
business of supplying impregnated timber and poles. 
The Corporation's investment was made in notes with 
up to 12 per cent interest. Of this, 7 per cent is fixed and 
up to 5 per cent contingent on earnings. The notes will ma-
ture from 1961 to 1967. The Corporation also receives option 
rights to purchase 6oo,ooo ten shilling ordinary stock units 
at par; these rights are equivalent to the full conversion 
of IFC's investment. 
6. The Corporation reached an agreement on March 
10, 1958 to invest $1.2 million in Olinkraft S.H., Celulosa 
e Papel in Brazil, a subsidiary of Olin Mathieson Chemfueal 
Corporation of the United States. The capital has been used 
to increase the production of a kraft pulp and paper project. 
The total investment in the project is $4.4 million. 
Of this, Olin Mathieson put up $2.2 million in the form of 
equity, and $1 million was loaned from Brazilian sources. 
IFC's investment has been in notes with 7 per cent interest, 
maturing from 1963 to 1970. They may be redeemed at any par. 
The Corporation will also receive a 12 year option on shares 
having a total par value equivalent to the face amount of the 
notes at the present rate of exchange. 
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7. On March 25, 1958 the Corporation reached an 
agreement with the American Overseas Finance Company, the 
Bank of America (International) New York, and J. Henry 
Schroder Banking Corporation, to provide a loan amounting 
to $6.4 million to Empresa Minera de Mantos Blancos S.A. 
in Chile. The Empresas Sudamericanas Consolidadas S.A., of 
which it tm a subsidiary, and Mornis Corporation S.A., owned 
by the Hochschild group, are supplying equity of nearly 
$6.4 million to the firm. Their total amount of $12.8 mil-
lion has been used for the development of a copper mine and 
smelter in Chile. Building of the mill and refinery began 
somewhat before the signing of the contract. When completed 
the mill will process 2,000 tons of ore per day, .producing 
about 2.5 million pounds of refined copper per year. 
The financing of the loan is as follows: American 
Overseas Finance Company, $2 million; Bank of America, $1 .• 6 
million; J. Henry Schroder, $6oo,ooo; IFC ~2.2 million. This 
is the second investment of the Corporation in Mantos Blanco, 
the first being in August 1957. Its ahare was made in notes 
bearing 7 per cent interest with amortization completed in 
1968. In addition, it receives an option to purchase at par 
$1.1 million of Mantos Blanco Common stock and additional pay-
ments dependent on the amount of dividends. Terms of the loans 
from the other three private institutions were not made public. 
8. An agreement was signed by the Corporation on 
May 5, 1958 to invest $450,000 in D.L.R. Plasticos do Brasil, 
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S.A., a Brazilian corporation owned entirely by Brazilian 
interests. this capital is being used for the expansion of 
L . 
the company's facilities and the purchase of new equipment 
to increase production of automotive brake linings and to 
begin the manufacture of clutch facings and steering wheels, 
two new products. 
The investment was made in notes bearing interest 
at 7 per cent per year, maturing between 1961 and 1969. They 
may be redeemed at any time at par. The Corporation also 
receives ''partes Beneficiarias u. This is a kind of security 
peculiar to Brazil's corporation law. In this case it en-
titles the holder to 10 per cent of the annual net profits 
of the Company. It may, at the option of the holder during 
a period of 10 years be redeemed in cruzeiros for a total 
amount equivalent to 10 per cent of the par value of the 
present outstanding capital stock, or converted into an 
amount of stock equivalent to 10 per cent of the par value of 
the present outstanding capital of D.L.R. 
9. On July 7, 1958 an agreement was reached by 
the Corporation to invest $630,000 in the Steel Corporation 
of Pakistan, Ltd., a newly organized corporation in Karachi, 
West Pakistan. This was the first commitment made by the 
uorporation in Asia. Funds were requmred by the company for 
the construction of a new multi-purpose strip and wire rod 
mill for the production of baling hoops, merchant bare, wire 
rods and finished wire products. The total financial need 
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amounted to ~3,390,000, including the acquisition of the ex-
isting mill and installation of a new one. Of this, $840,000 
was covered by short term bank loans, $630,000 by the IFC's 
investment, and $~,920,000 by equity investment in the form 
of ordinary shares. 
The Corporation's investment was made in notes bear-
ing 7 per cent interest, redeemable in semi-annual install-
ments beginning in 1964 with the final maturity September 29, 
1968. ~he IFC is entitled to additional contingent interest, 
payable in rupees, depending on the amount of earnings. In 
addition, the Corporation has an option to subscribe at par 
to ordinary shares of the Steel Corporation to the extent of 
50 per cent of its investment. 
10. The Corporation signed an agreement on July 
·11, 1958 with American Overseas Finance Company and the Chase 
International Investment Corporation to invest a total of 
$3.5 million in Willys-Overland do Brasil S.A., a Brazilian 
producer of Jeep vehicles, including Willys station wagons. 
The majority of the stocks are held by Brazilians. 
A minority is owned by Willys Motors, Inc., of Toledo, Ohio, 
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a subsidiary of Kaiser Industries Corporation. Willys-Ove·r-
land do Brasil operates the only gasoline engine plant existing 
at present in Brazil. It also has one of the largest foundries 
in Brazil, which provides nearly all the castings for engine 
production. ~he fund has been utilized for increasing the 
existing capacity of the plant and producing new parts, such 
as axles and transmissions and establishing new assembly ~or 
passenger cars. 
The expansion program of. the Willys company has 
cost a total of $22 million. The IFC's first payment was 
$2,450,000 made in notes at 7 per cent interest, repayabiDe 
from 1962 to 1965. Overseas Finance Company and the Chase 
International Investment Corporation have $1,050,000 in 
similar notes maturing in 1961 and 1962. the remaining cap-
ital was acquired by the sale of stock to the Brazilian pub-
lic and to several American firms in exchange for equipment. 
11. On July 1, 1958, the IFC signed an agreement 
to invest $750,000 in Adamjee Industries Ltd. in Paksitan. 
Adamjee is controlled by the Adamjee group, which owns the 
world's largest jute mill located in East Pakistan and has 
other important industrial and commercial interests. 
The IFC•s investment, together with Company funds, 
will finance additions to Adamjee's cotton textile plant 
located near Karachi, West Pakistan, to improve the quality 
1~ 
of locally produced cotton textiles and replace types of fabric 
which have been imported in the past. Additions will include 
printing and engraving machinery, combers, and machinery for 
the production of sewing thread and mosquito netting. Nego-
tiations are underway to add preshrinking equipment. On com-
pletion of the project this will be the only company in Paki-
stan equipped to engrave textile printing rolls and to produce 
printed fabric comparable to high-quality imported goods. 
The IFC's investment has been made in notes bearing 
7 per: cent interest per year. They will be retired in 1968, 
starting in 1964. The Corporation has an option on the shares 
of the Company. 
12. On October 2, 1958 the Corporation agreed to 
invest $2 million in Industries Harinera Guatemalteca S.A. 
(INHSA), a Guatemalan Corporation. The capital contributed 
by the IFC has been used to produce a fine white flour and 
by-products which were formerly imported. 
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The total cost of the operation was nearly $1 million. 
The Corporation's share was given in notes bearing 5 per cent 
interest per year. They will be retired in equal semi-annual 
installments beginning ~n July 1963 with financial maturity 
on January 1, 1966. The Corporation also receives a profit 
participation, payable in local currency depending on the 
amount of earnings. The IFC also has the option to subscribe 
to ordinary shares of the Company at par for an amount equi-
valent to 37i per cent of the IFC's investment. 
13. On December 15, 1958 the Corporation entered 
a commitment to invest $1.2 million in Companhia Mineria de 
Cimenta Portland S.A. (COMINCI), a Brazilian Corporation. 
This investment was made for the contruction and operation 
of a new cement plant .with a capacity of nearly 200~'900 tons 
per year. The Company is owned by private Brazilian investors 
who recently secured the benefits of engineering and manage-
ment agreements with the well-known cement company uLaFarge 11 
of France, which has made an investment in the share capital. 
'.Lhe IFC 1 s investment has been in notes bearing 7 
per cent interest, maturing in installments over 10 years, and 
redeemable at any time without premium. In addition, the Cor-
poration receives #partes Beneficiarias 11 , a type of Brazilian 
security mentioned above (see No. 8). In this case it en-
titles the holder to the right to receive a portion of the 
annual net profits of the Company plus an option to redeem 
the partes Beneficiarias into cash or to convert them into 
common stock. 
14. On January 30, 1959, the IFC signed an agree-
ment to invest $225,000 in Rubbertex (Australia) Proprietary 
Limited, an Australian company in Melbourne, owned completely 
by Australian interests. The Corporation's funds, together 
with about $70,000 was used for the expansion of. the manufac-
ture of aircraft, industrial, automotive and medical rubber 
goods as well as rubber to metal bonding for vibration damp-
ing. The Australian company has licensing agreements with 
Ford Manufacturing Company of Erie, Pennsylvania and the 
Connecticut Hard Rubber Company of New Haven, Connecticut. 
The Corporation's investment is in notes bearing 
6 per cent interest maturing between 1961 and 1970 and redeem-
able at any time. ~he Corporation further receives contingent 
'-
interest payable in Australian pounds, depending on the amount 
of earnings, and has an option to subscribe at partto ordinary 
shares of the Company. 
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15. On February 9, 1959 the Corporation entered 
a commitment to i vest $1.5 million in the Republic Forge 
Company Ltd., a new Indian company, owned entirely by Indian 
businessmen. •his is the IFC's third Asian investment. The 
.1. 
capital has been used to construct a ~orging plant with a 
capacity of 12,000 tons per year, an important economic de-
velopment in a country where forging capacity is far below 
the domestic need for quality steel forgings. Bayles and 
Associates, Management ConsulXants, Pittsburgh, assisted the 
Company in the planning stages and according to a technical 
assistance agreement with the Steel Improvement and Forge 
Company of Cleveland, Ohio the latter will supervise the plant 
layout and equipment, train employees, recruit supervisory 
personnel and provide technical assistance after the plant 
has begun production. 
The Corporation's investment has been in the form 
of 7 per cent notes, maturing between 1966 and 1971 and re-
deemable at any time. After four years the Corporation will 
receive contingent interest payable in local currency depend-
ing on earnings. The Corporation also has an option to sub-
scribe to ordinary shares of Republic Forge. 
16. The Corporation agreed on April 14, 1959 to 
invest $850,000 in Kirlosker Oil ~gines Ltd. (KOEL), a pub-
~icly owned Indian corporation, for the purpose of expansion 
and diversification of its manufacturing activities in four 
fields. 
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For the first time India will produce 80-440 h.p. 
diesel engines for stationary generating sets, small shunting 
locomotives, marine auxiliary and propulsion units, a 3 h.p. 
diesel engine especially designed for pumping sets in demand 
by small farmers in India and bi-metal bearings for use in 
internal combustion engines. Since KOEL began exporting its 
diesels its export markets have grown consistently and include 
countries in Asia, the Middle East, Africa, and Central Amer-
ica. It is expected that its export business will increase 
further with its expanded operations. 
KOEL has licensing agreements with Glacier Metal 
Company of England for the manufacture of bi-metal bearings 
and with Maschinenfabrik Augsburg-Nurnberg A.G. (M.A.N.) of 
Germany for the manufacture of the 80-440 h.p. engines. 
The total cost of the expansion of KOEL has been 
estimated to be $4.3 million. In addition to the IFC funds, 
the Company has issued additional share capital and obtained 
capital from f~ds generated from the company's operations. 
The Corporation 1 s inyestment has been in the form 
of notes bearing interest at 6i per cent maturing from 1965 
to 1970, with a·provision for contingent interest payable in 
rupees depending on earnings. In addition, the IFC has an 
option to subscribe at par to ordinary shares of KOEL. 
17. On June 1, 1959 the Corporation agreed to in-
vest $140,000 in Industrias Textiles S.A. (INTEXSA), of San 
Salvador, El Salvador, for the purchase of machinery''and the 
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provision of working capital to increase production and im-
prove the quality of knitted textiles. 
The Corporation's funds have been given in the 
form of notes bearing interest of 7 per cent per annum, 
maturing in 1969. In addition, the Corporation has the right 
to share in profits and an option to subscribe at par to or-
dinary shares of the Company. 
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18. On June 25, 1959 the Corporation agreed to 
invest $300,000 in Sherkate Sahami Kahkashan, an Iranian 
Company owned entirely by Iranian businessmen. The IFC's 
capital was used for the construction and operation of a 
ceramic tile plant in Teheran, Iran. Experts of the United 
Nations Technical Assistance Mission to the Iranian Ministry 
of Industries and Mines have assisted the Company in its plans. 
Twp British companies supplied the machinery and engineers of 
the companies installed the~uipment and are being kept on by 
Kahkashan as technical supervisors in the initial period of 
operation. During this time, Iranians will be trained in the 
technical skills required. The IFC's funds have helped to 
finance machinery and equipment and provide working capital. 
~he funds have been in notes bearing 7 per cent interest, 
maturing in 1968. ~he Corporation will also have the right 
to participate in the profits of the company. 
19. On July 13, 1959, the Corporation signed an 
agreement to invest $500,000 in Laminas del Caribe, S.A. 
(LAMINAS), a Colombian corporation, to finance a program to 
improve and diversify its fibreboard products. 
.. 
A good market for imported fibreboard existed in 
Colombia prior to the installation of the new plant, which 
was formed in 1957. The company has purchased new machinery 
to supplement its present facilities, improve its products, 
and ensure gre~ter flexibility to meet changing market re-
quirements. 
The IFC's investment has been made in u.s. dollar 
notes, maturing by 1967, and bearing interest at 7 per cent 
in dollars and additional interest related to profits up to 
a maRimum of 5 per cent payable in Colombian pesos. Besides, 
the Corporation receives an option on shares of the company. 
20. On July 20, 1959, the Corporation signed an 
agreement to invest $300,000 in the Concrete Products and 
Aggregate Co., Ltd. (CPAC) in Lhailand, which is an affiliate 
of the S!am Cement Company Ltd. The fund has been used to 
expand and diversify the company's operations, help finance 
new equipment and provide working capital with which to raise 
the capacity of the plant from 7,000 to 15,000 tons a year. 
The IFC's investment has been in notes maturing by 
1969, and bearing interest payable in u.s. dollars at 6 per 
cent. Besides, the Corporation receives the right to partic-
ipate in profits. 
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21. On August 7, 1959, the Corporation signed an 
agreement to invest $1 million in Cementos Bio-Bio, S.A., a 
new Chilean company. Koppers International, C.A. (a subsidi-
ary of Koppers Co., Inc. of Pittsburgh), Transoceanic Devel-
opment Corporation, Ltd. of Toronto, and the Chilean sponsoring 
· group are investing in common stock of the company. The 
fund will be used to build a new cement plant at Huachipato, 
about 350 miles south of Santiago, Chile, with expected 
capacity of 132,000 tons a year of portland, iron portland, 
and slag cement. The company has a management and technical 
assistance agreement wit~ Koppers International for super-
vision of the technical and production aspectw of the company 
during the first ten years of operations. 
The total cost of the project is about $5 million, 
of which $1.6 million has been covered by credits and over 
$1 million raised by sale of the shares to the Chilean public. 
Also, Koppers International and Transoceanic have covered the 
remainder, about $1 million, by buying common stock of the 
company. 
The IFC's investment will be made in u.s. dollar 
notes, maturing by 1971, and bearing interest at 7 per cent 
in dollars and additional interest in Chilean pesos related 
to profits. Besides, IFC will receive an option on shares of 
the company at par. The fund has not yet paid to the enter-
prise. 
22. On September l, 1959, the Corporation reached 
an agreement to invest $1 million in Fabrica de Galletas Y 
Confites Noel B.A., a Colombian company located in Medellin, 
152 
to expand production of biscuits and crackers, candy and ali-
mentary pastes. ~he fund will be used to build a wholly modern 
air-conditioned plant, to install the equipment and new mach-
inery of the latest design. '.J.'he new project will help in-
crease capacity to more than 50 per cent. 
The IFC's investment will be made in u.s. dollar 
notes, bearing 6 per cent interest, and maturing by 1969; 
additional interest will be payable on profit. Besides, the 
Corporation receives an option on shares of the company. The 
fund has not yet been paid. 
23. On September 10, 1959 the Corporation reached 
an agreement to invest an additional $900,000 in Empresa 
Minera de Mantos Blancos, S.A., a Chilean corporation, which 
has under construction a copper mining and smelting project 
" 
in Antofagasta, Chile. 
In August 1957 the Corporation invested $2.2 mil-
lion in the company, and this is the second investment. The 
fund is part of the financial resources required to increase 
the processing capacity to 3,000 tons a day. 
The total investment of the IFC has been made in 
u.s. dollar notes bearing interest at 7 per cent, with amor-
tization ended in 1968. Besides, the Corporation receives 
payments depending on the amount of dividends, and option 
rights to purchase at par the company's common stock •. 
24. On September 15, 1959 the Corporation reached 
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an agreement together with the Daltec Corporation of New York, 
the Chemcial International Finance, Ltd., and the Bankers In-
ternational Corporation, to invest $4 million in Champion Celu-
lose s.A., a Brazilian corporation. £he fund has been used to 
help finance the construction and operation of a bleached 
sulfate wood pulp mill in Brazii. Of the amount invested, 
$2 million has been provided by the OCFC, $1,250,000 from 
Deltec, $750,000 from Chemical, and •soo,ooo from Bankers. 
~he company's plant is now under aonstruction 
. 
and is expected to start operation ib 1960. The capacity 
is estimated to be about 145 short tons of pu:J,p per day. 
' I 
Pulpwood for the plant will be primarily sold to Brazilian 
paper manufacturers for use in the production of white papers 
such as princting and writing grades. IFC's investment has 
I 
been made in notes maturing by 1969 'and bearing dollar inter-
est at 7 per cent and additional c~zeiro interest contingent 
on profits. Besides, the Corporatidn receives optton rights 
on the common stock of the company. 
i 
I 
25. On September 21, 1959, the Corporation signed 
an agreement to invest $1,250,000 in Refractarios General-
Vikora de Venezuela, C.A. (GREFKORA), a new V.enezuelan cor-
poration. The company is owned by the General Refractories 
Company of Philadelphia and the Corao family and associates 
in Venezuela. 
The fund has been used to construct a new refrac-
troies plant to manufacture refractory bricks and materials. 
It is expected that the capacity of the new company will be 
-
about 5 million bricks a year at the beginning. The refrac-
1 
tory bricks and materials are used in kilns and ovens in 
the st'eel, petroleum, cement, chemical, glass, ceramic, sugar, 
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• 
and other industries. 
The IFC's investment has b~en made in u.s. dollar 
! 
notes, maturing by 1967, and bearingiinterest at 7 per cent 
I 
in dollamand participation in profiis, payable in bolivares. 
The Corporation also receives an option on shares, without ! . 
payment. 
26. On September 28, 1959~ the Corporation signed 
an agreement to invest $1.4 million ~n Fertilizantes Sinter-
! 
ticos S.A. (FERTISA), a.new Peruvianicompany. The fund has 
i been used to finance the operation o~ a plant to produce syn-
thetic amonnia and its derivatives. The sponsor of the pro-
I ject is Montecatini of Milan, Italy. i Other shareholders of 
FERTISA include several prominent Pe~vian business and agri-
1 
I 
cultural groups and individuals, andiHandelslinanz A.G. (HF) 
I 
of Zurich (a financial house whose sfiareholders are Banca 
Commerciale Italiana, Milan; Union de Banques Suisses, Zurich; 
Credit Suisse, Zurich; Hombres Bank, London; Rothschild Freres, 
Paris; and First Boston Corporation,iNew York). 
The total cost of the proj~ct has been estimated at 
$12.8 million. In addition to the amount supplied by the IFC, 
a $5.5 IJI.illion has been covered by I share capital, $4.6 million 
as a loan, and $1.3 million of addition&l credit. 
' I 
The IFC's I investment is represented as follows: 
$700,000 u.s. dollar notes, maturinglby 1969 and bearing in-
1 
terest at 7 per cent in dollars withl contingent interest; and 
I 
$700,000 U.S. dollar income notes ma~uring between 1970-1974, 
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bearing no fixed interest but carrying contingent interest. 
The contingent interest in each case is related to earnings 
and is payable in Peruvian soles. The Corporation also re-
ceives a subscription right to shares of the company. 
27. On September 29, 1959 the Corporation signed 
an agreement to invest $280,000 in Luren S.A. and Ladrillos 
Calcareos S.A., two associated Peruvian companies, both lo-
cated in Lima. The fund has been used for expansion of brick 
production including quarrying of limestone and sand, the 
production of lime, the preparation of sand-lime mixture, 
and the molding and autoclaving of bricks. It is expected 
that the capacity will reach about 100,000 bricks a day on 
completion of the project. 
The IF0 1 s investment has been made in U.S. dollar 
notes maturing by 1969 and bearing interest at 7 per cent 
with additional payments contingent on earnings. The Cor-
poration, furthermore, receives a right to subscribe to shares 
of the company financed. 
28~ On September 29, 1959 the Corporation signed 
an agreement to invest $250,000 in Industria Reunidas, S.A. 
(INRESA), a Peruvian company. The fund has helped the com-
pany to finance expansion and diversifiaation of household 
appliances production. 
The total cost of the expansion has been estimated 
at about $450,000, of which $290,000 was covered by increasing 
share capital and by funds generated from the company 1 s opera-
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tiona. 
~he IFC's investment has been made in U.~. dollar 
notes maturing by 1966 and bearing interest at 6 per cent 
and additional interest, payable in Peruvian soles, contingent 
on earnings. The Corporation receives a right to subscribe 
to shares of the company. 
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